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1 INTRODUCTION

Please state your name for the record

My name is Timothy J. Coley

Have you previously filed testimony regarding this docket?

Yes, I have. I filed direct testimony in this docket on June 12, 2009

What is the purpose of your surrebuttal testimony

My surrebuttal testimony will address the Company's rebuttal comments

and non-responses pertaining to adjustments I recommended in my direct

testimony

13 SUMMARY OF ADJUSTMENTS

14 What areas will you address in your surrebuttal testimony

My surrebuttal testimony will address RUCO's recommended rate base

Q.

adjustments and other issues for the following three groups for Arizona

Water (hereafter referred to as "AWC" or "Company")Company's

seventeen water systems
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1 Eastern Group Western Group Northern Group

2 Casa Grande Lakeside

3

Superstition

Bisbee Stanfield Overgaard

4 Sierra Vista White Tank Sedona

5 San Manuel Pinewood

6 Oracle

Ajo

Coolidge Rim rock

7 Winkleman

8 Miami

9

10

11

12

13

For revenue requirement purposes, RUCO analyzed each system on a

stand-alone basis. Mr. William A. Rigsby will address RUCO's surrebuttal

operating income adjustments and cost of capital recommendations.

RUCO Director, Ms. Jodi A. Jericho, will file testimony regarding RUCO's

14 rate design on August 12, 2009.

15

16 SURREBUTTAL RATE BASE ADJUSTMENTS TO THE EASTERN,

17 WESTERN, AND NORTHERN GROUPS:

18 Surrebuttal Adjustment No. 1 Utility Plant in Service ("UPIS") and

19 Accumulated Depreciation Manual Reconstruction,

20

21

22

Surrebuttai Adjustment No. 2 - Remove RUCO's Post Test Year Phoenix

Office Plant Direct Adjustment,

23

2
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1 Surrebuttal Adjustment No. 3 Remove Plant Held for Future Use

2 ("PHFFU") and Record Certain Retirements,

3

4 Surrebuttal Adjustment No. 4 Miscellaneous Adjustment for Three

5 Systems (Casa Grande, Pinewood, and Sedona),

6

7

8

9

Surrebuttal Adjustment No. 5 .- To Account for Customer Deposits in Rate

Base (except for the Sedona System, which removed a Post Test Year

Arizona Department of Transportation Project),

Surrebuttal Adjustment No. 6 - Working Capital Adjustment (except for the

Sedona System, which accounted for the Customer Deposits in rate

base),

Surrebuttal Adjustment No. 7 - Working Capital Adjustment (unique to the

Sedona System only).

18 OTHER ISSUES:

19 Oracle System Depreciation Expense

20 There is an error in the Company's depreciation expense calculation for

the Oracle System that will be discussed in detail later in this testimony.

22

23

3
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1 SURREBUTTAL SUPPORTING SCHEDULES

To support the adjustments in my surrebuttal testimony, l am presenting

Surrebuttal Schedules numbered SURR TJC 8; WAR-1, pages 1 and 2,

SURR TJC & wAR-2, SURR TJC & WAR-3, SURR TJC & WAR-7, SURR

TJC & WAR-8, and SURR TJC 84 WAR-15, which are filed concurrently in

my surrebuttal testimony.

8 ORIGINAL COST RATE BASE ("OCRB") ADJUSTMENTS

RUCO Surrebuttal OCRB Adjustment No. 1 Utility Plant in Service

("UPlS") and Accumulated Depreciation

Please briefly summarize your surrebuttal rate base adjustment #1 .

This adjustment is common to al l  systems and ref lects RUCO's

recommended UPlS and accumulated depreciation balances since the

last rate case for each Group. I started with the last Commission

approved balance and reconstructed all plant additions, retirements, and

adjustments at the approved depreciation rates.

Did the Company respond in rebuttal to RUCO regarding this adjustment?

No.

4
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1 Does RUCO maintain that this adjustment is a proper recommendation?

2 Yes. The Company performed the same analysis as RUCO with similar

3 results but did not make the necessary adjustments that resulted from the

4 analysis.

5

6 Does RUCO provide the adjustments in its surrebuttal testimony and

7 schedules?

8 Yes. The

9

The adjustments are on Schedule TJC-2 and WAR-2.

supporting details are on Schedules TJC-3 and WAR-3.

10

11 RUCO Rate Base Adjustment #2 - Remove Post-Test Year Phoenix

12 Office Plant

13 Please explain RUCO surrebuttal rate base adjustment #2.

14 A. RUCO reversed its direct testimony adjustment #2 pertaining to Phoenix

15 Office post-test year plant.

16

17

18

Does RUCO no longer recommend removing the post-test year plant

associated with the Phoenix Office?

19 That is correct.

20

21

22

23

A.

A.

Q.

Q.

Q.

A.

Q.

5
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What reason(s) does RUCO give in reversing its adjustment to the post

test year Phoenix Office plant?

RUCO determined that the post-test year plant related to the Phoenix

Office went into service two days after the test year

Doesn't RUCO normal ly oppose post-test year plant as creating

mismatches with other test year rate raking elements?

Yes. RUCO believes mismatches of ratemaking elements do exist when

post-test year plant is allowed in the historical test year. However, in this

instance, RUCO makes exception because the plant went into service two

days after the test year

RUCO Rate Base Adjustment #3 - Remove Plant Held for Future Use

("PHFFU") and Record Certain Retirements

Please briefly explain the basis of RUCO surrebuttal rate base adjustment

#3

The basis of this adjustment derived from information the Company

provided in Staff data request BKB 11.16, which identified certain PHFFU

and retirements that the Company failed to record, which were included in

its rate application. This adjustment is simply a conforming adjustment to

that data response to properly account for those plant items
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1 Does the Company agree with this adjustment to remove PHFFU from

2 UPIS and to account for the retirements accordingly?

3 The Company agrees with the appropriate recording to account for the

4 res re me pts .

5

6

7

8

What is the Company's position regarding the PHFFU?

The Company is requesting the PHFFU be rate based in this proceeding,

with the exception of the Carroll Canyon well in the Sedona System.

9

10

11

What reason does the Company give to support its request that the plant

be rate based in this proceeding?

12 The Company essentially says that it has definitive plans for the plant in

13 question.

14

15

16

Is the PHFFU providing service to the existing customers today?

Not to my knowledge.

17

18

19

Did the Company provide any time frame as to when the plant in question

would be placed into service?

20 A. Yes.

21

A Company engineering witness provided rebuttal testimony

indicating that the plant would be placed in service any where from 2010

22 to 2012.

23

Q.

A.

A.

Q.

Q.

A.

A.

Q.

Q.

7
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Isn't 2010 and 2012 three to five years after the test year?

What reason(s) did the Company engineering witness provide for the long

delays in placing the plant in service?

The Company stated repeatedly "Due to the Company's deteriorated

earnings, this project has been temporarily delayed. The Company plans

to move forward with this project in the future when earnings and the

housing market improve

Does RUCO consider that response to be a bit speculative?

Yes. The Company claims in rebuttal testimony that if either RUCO or

Staff's revenue requirement recommendations were adopted by the

Commission in this proceeding the Company would essentially be in the

same financial position that led it to file this rate application (See Company

Exhibit JMR-RB1). Secondly, no one is certain when the housing market

will improve. Clearly, the Carroll Canyon well is not used and useful either

during the test year or at present

Did Staff make a similar adjustment in its direct testimony schedules?

Yes. The only difference between RUCO and Staff is a slight difference in

the amount of the adjustments. The difference is due to some plant

RUCO identified as being in service whereas Staff did not
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1 What is RUCO's recommendation regarding the PHFFU?

2 Notwithstanding the Company's three to five year "definitive" plans, RUCO

3 recommends the Commission not allow rate base treatment for the

4

5

PHFFU as shown in RUCO's surrebuttal adjustment #3. The adjustments

are on Schedule TJC-2 and WAR-2. The supporting details are on

6 Schedules TJC-3 and WAR-3.

7

8

9

RUCO Rate Base Adjustment #4 - Remove Other Post Test Year Plant in

Pinewood/Sedona Systems and Adjust Net Regulatorv Asset in Casa

10 Grande

11

12

13

14

15

16

17

Pinewood System

Please explain RUCO's surrebuttal rate base adjustment #4 that removes

post-test year plant from the Pinewood System?

This adjustment removes an electrical panel box from the Pinewood

System that was not in service, to my knowledge, at the time of this

writing.

18

19

20

Does that mean that this particular post test year plant was not in service

clearly one and a half years after the test year ended?

That is correct.21

22

23

Q.

A.

Q.

A.

Q.

A.

9
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1 What is the Company's reason for requesting rate base treatment for plant

2 that was placed into service eighteen months after the test year?

3 AWC claims that the Company and Arizona Public Service ("APS") have

4 been in some sort of disagreement or misunderstanding regarding the

5 In rebuttal

6

7

power connection for the electrical panel in question.

testimony, the Company stated that APS continues to delay establishing

service. However, "APS has informed the Company that the new panels

8 will be energized by July 20, 2009.
ll

9

10 Does RUCO know if APS has established service for the electrical panels

11 in the Pinewood System as stated above?

12 No. Neither would it matter in RUCO's recommendation if the electrical

13 panels have been energized as stated above nor if they have not yet been

14 energized x

15

16 Why wouldn't it matter to RUCO if the electrical panels are now energized

and in service?17

18

19

20 Matching is a fundamental principle of

21

22

Post-test year plant is mismatched with the other historical test year

ratemaking elements (i.e. revenues, expenses, and other rate base

elements) of the test year.

accounting and rate raking. The absence of matching misrepresents the

meaning and usefulness of operating income and rate base for measuring

the fairness and reasonableness in setting rates. RUCO recognizes that23

Q.

A.

Q.

A.

Q.

A.

10
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1 the Commission has allowed post-test year plant in past decisions. In

2 recognition of that fact, RUCO has allowed post-test year plant additions

3

4

in special circumstances, unusual circumstances, when public safety and

health issues are of concern,1 and when it is reasonably close to the test

5 year end (i.e. six-months post test year).

6

7

8

9

10

11

12

Does the Company recognize any parameters or limitations relating to

post-test year plant?

The Company hasn't explicitly stated what its restrictions are regarding

post-test year plant in this case. In past AWC rate cases, the Company

usually stated that its post-test year plant is revenue neutral and within

one year of the year. it is plain that is no longer the case now.

13

14 What recommendation does RUCO make regarding the electrical panels

15

16

17

18

in the Pinewood System?

RUCO believes the post-test year electrical panels should be disallowed

for the reasons previously mentioned. The adjustments are on Schedule

The supporting details are on Schedule WAR-3 in RUCOWAR-2.

19

20

surrebuttal rate base adjustment #4 that decreases ups by $40,553 and

decreases accumulated depreciation by $1 ,191 .

21

1 RUCO has allowed all arsenic and nitrate post test year plant in this rate proceeding because it constitutes
a public health and/or safety concern.

ll
l

u.

Q.

A.

Q.

A.

11
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1 Sedona System

2 Please explain RUCO's surrebuttal adjustment #4 that reduces post-test

3 year plant by $2,011,576 and decreases accumulated depreciation by

4 $21 ,940 in the Sedona System.

5

6

This adjustment consists of two post-test year wells. The first well is

located in the Valley Vista section of the Sedona System.

As shown on RUCO Exhibi t  1,  the

Its well

7 identification number is #13.

8

9

Company's data response to Staff data request BKB 11.16 designates

that this well was "placed in service in November '08." That is more than

10 ten full months after the test year.

11

12

13

14

Does post-test year plant that exceeds Arizona's fundamental historical

test year concept for ratemaking by more than ten full months not meet

RUCO's criteria for allowing post-test year plant?

It does not meet RUCO's criteria for inclusion in rate base. As stated15

16

17

18

19

20

earlier, RUCO has allowed post-test year plant additions in special

circumstances, unusual circumstances, when public safety and health

issues are of concem,2 and when it is reasonably close to the test year

end (i.e. six-months post test year). To stray so far outside the test year,

Arizona's use of a historical test year would have to be abandoned.

21

2 RUCO has allowed all arsenic and nitrate post-test year plant in this rate proceeding because it constitutes
a public health and safety concern.

A.

Q.

A.

12
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1 What adjustment is necessary to remove the Valley Vista well #13 that did

2 not enter service until November 2008?

3

4

The necessary adjustment reduces UPIS by $1,597,759 and reduces

accumulated depreciation by $20,691 .

5

6 Did the Company accept RUCO's adjustment to remove the Valley Vista

well #13 from UPIS?7

8 No. Although, the Company did accept the second part of rate base

9

10

adjustment #4 that removed the Carroll Canyon well from the Sedona

System.

11

12

13

What adjustment was necessary to remove the Carroll Canyon well from

the Sedona System?

14

15

16

The necessary adjustment reduces UPIS by $413,817 and reduces

accumulated depreciation by $1,249. The adjustments are on Schedule

WAR-2. The supporting details are on Schedule WAR-3.

17

18 Casa Grande Svstem

19 Please explain RUCO's surrebuttal adjustment #4 in the Casa Grande

20

21

22

System?

This is a conforming adjustment that the Company accepted from

Commission Staff. The Company had improperly amortized a regulatory

23 asset in its rate application.

Q.

A.

Q.

A.

Q.

A.

Q.

A.

13
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1 What adjustment was necessary to properly reflect the net balance of the

2

3

4

5

regulatory asset?

It was necessary to reduce the regulatory asset by $14,289 to properly

reflect the balance of that asset. This reduces the rate base by the same

amount. The adjustments are on Schedule TJC-2. The supporting details

are on Schedule TJC-3.6

7

8 RUCO Rate Base Adjustment #5 - Customer Deposits Except in the

9

10

Sedona System

Please explain RUCO's surrebuttal rate base adjustment #5 for all the

11

12

13

14

15

systems except the Sedona System.

This is a conforming adjustment to the Company's acceptance of a Staff

adjustment. The Company failed to include the customer deposits in its

rate base (B) Schedules. The adjustment includes the customer deposits

as a reduction to rate base since the deposits are a non-investor form of

16 capitaL The adjustments are on Schedule TJC-2 and WAR-2. The

17 supporting details are on Schedules TJC-3 and WAR-3.

18

19

20

21

22

23

Please explain RUCO's rate base adjustment #5 for the Sedona System.

This adjustment removes 35 percent of an Arizona Department of

Transportation ("ADOT") post-test year project. RUCO's reason for the

adjustment was due to an informal data response to Staff dated May 13,

2009. The data response indicated the project was 65 percent complete

A.

Q.

A.

Q.

A.

Q.

14
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1 as of November 2008. RUCO removed the other 35 percent of the

2 Company's post-test year plant adjustment as failing to meet RUCO's

criteria for inclusion in rate base in this case.3

4

5 Did the Company accept RUCO's rate base adjustment #5 for the Sedona

6 System?

No.7

8

9

10

Did the Company provide a reason for not accepting RUCO's adjustment

to the ADOT post-test year project in the Sedona System?

11 Yes. The Company stated, "Like arsenic and nitrate treatment, the costs

12

13

related to this project were mandated by the government." Therefore, the

Company erroneously concluded from my direct testimony that RUCO

14

15

automatically allows all post-test year plant that is mandated by

government.

16

17

18

19

20

21

Please further clarify RUCO's position regarding post-test year plant that

is mandated by the government.

As stated earlier in my testimony, RUCO allowed all post test year plant in

this case that was related to arsenic and nitrate treatment plant for public

health and safety reasons. The caveat here regarding the ADOT project

is that RUCO does not view this project to be a public health and/or safety22

15

Q.

A.

Q.

A.

Q.

A.
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1 issue. However, RUCO did recommend that 65 percent of the project to

2 be included in UPIS.

3

4

5

6

7

What adjustment is necessary to recognize that 35 percent of the ADOT

project was not in service as of November 2008?

RUCO removed $661,738 of post-test year plant from UPIS and reduced

accumulated depreciation by $5,923. The adjustments are on Schedule

8 WAR-2. The supporting details are on Schedule WAR-3.

9

10 RUCO Rate Base Adjustment #6 - Working Capital Except in the Sedona

11

12

13

14

15

16

System

Briefly summarize RUCO's adjustments that it made in direct testimony to

the Company's direct testimony lead/lag study in determining the

Company's cash working capital requirements.

RUCO made six adjustments to the Company's lead/lag study as follows:

RUCO Company

30.8717 35.92

18

1. Purchased Power Lag Days

2. Purchased Water LeadlLag Days (0.11)

19

Dependent

on System

20.4320

21

3. Chemical Expense Lead/Lag Days

4. Other o&m Lead/Lag Days 30.00

(18.11 )

(9.27)

Include22 5. Rate Case Expense Exclude

23 6. Cost of Equity Exclude Include

16

1

Q

I

4
z

Q.

A.

Q.

A.

l H lulllll
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1

2

3

4

5

6

7

8

9

10

What was RUCO's rationale for making the purchased power adjustment

shown above to the Company's lead/lag study?

It was RUCO's understanding that the Company used the last Northern

Group rate case lead/lag study. After further review, the Company used

the Northern Group's lead/lag study as a starting point and made its own

adjustments to it. RUCO believes that a more appropriate starting point

would have been the most recent Western Group's lead/lag study.

RUCO's purchased power lag days adjustment used the 35.92 lag days

that were used in the most recent Western Group case. Upon further

review, the Company actually did their own lead/lag study for purchased

11 power expense.

12

13

14

15

16

17

Please explain why RUCO believes the Western Group's lead/lag study is

more appropriate than the Northern Group's in this case.

The data in the Western Group's lead/lag study is much more current than

the Northern Group. The Western Group's lead/lag study was based on a

2003 test year whereas the Northern Group's was based on a 1999 test

18 year.

19

20 Does RUCO accept the Company's purchased power expense lag days in

21 surrebuttal testimony?

22 Yes. RUCO accepts the Company's 30.87 lag days for all seventeen

23 systems in surrebuttal testimony.

Q.

A.

Q.

A.

Q.

A.

17



Surrebuttal Testimony of Timothy J. Coley
Arizona Water Company
Docket No. W-01445A-08-0440

1

3 A

6

7

8

9

10

11

Q What was RUCO's rationale for making the purchased water adjustment

shown above to the Company's lead/lag study

The Company utilized the same lead days for its lead/lag study for all

systems that had purchased water expense. There are five systems

(Superstition, Casa Grande, San Manuel, Ago, and White Tanks) that have

considerable purchased water expense while a couple of other systems

have marginal purchased water expenses. Two of  the systems

(Superstition and Casa Grande) purchase Central Arizona Project ("CAP")

surface water. San Manuel purchases water from BHP Mining Company.

Ago purchases water from Ajo Improvement District. White Tanks

purchases water from Arizona-American Water Company.

12

13

14

15

16

17

to

Wouldn't one think that the purchased water expense lead/lag days be

different in each system if purchased from different sources rather than

the Company's use of (0.11) lead days across all systems?

Yes. The Superstition and Casa Grande Systems should be quite similar

since those two purchase CAP water, but the other three systems should

be quite different.

19

20

21

22

23

Did RUCO perform a purchased water expense Read/lag study for the five

systems with considerable purchased water expense?

Yes. RUCO reviewed the purchased water expense invoices of each of

the five systems with considerable amount of purchased water.

Q.

A.

A.

Q.

18



l
Surrebuttal Testimony of Timothy J. Coley
Arizona Water Company
Docket No. W-01445A-08-0440

1 Did the Company accept RUCO's purchased water expense lead/lag

2 days?

No.3

4

5

6

7

8

9

What reason(s) did the Company give for not accepting the purchased

water expense lead/lag days?

Company witness Mr. Reiker stated, "I found that while he did account for

CAP prepayments in the Casa Grande system, he did not account for any

water purchased from the CAP in the Superstition system."

10

11

12

13

14

15

16 RUCO.

17

Is Mr. Raker correct that RUCO overlooked the CAP prepayments?

Yes, but not entirely. RUCO's lead/lag study for the Superstition System

did not contain the CAP prepayments. RUCO requested all purchased

water invoices for the five systems. We went through and recorded each

invoice at the Company's Phoenix Office that the Company provided to

Either the Company inadvertently failed to provide the

Superstition CAP prepayment invoices or RUCO overlooked them.

18

19

20

21

22

23

Shouldn't an analyst immediately recognize that the CAP prepayment

invoices were missing from the study?

Yes, in most situations that would be true. However, the Superstition

System purchases CAP water and wheels it to the City of Mesa for

treatment. Then, Mesa wheels it back into the Superstition distribution

Q.

A.

A.

A.

Q.

Q.

Q.

A.

19
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1 system . RUCO accounted for all of the treatment costs and simply

2 assumed that the CAP prepayment costs were captured in the City of

3 Mesa invoices.

4

5 Has RUCO corrected the absence of the CAP prepayments?

6 Yes.

7

8

9

10

11 CAP

12

13

14

15

How did RUCO correct for the absence of the CAP prepayments?

RUCO used the CAP prepayment lead days resulting from the Casa

Grande study. As Mr. Reiker rightfully points out, RUCO did account for

the CAP prepayments in the Casa Grande System properly.

contracts have general terms for payments for all buyers. Therefore, the

lead days for the CAP prepayments that result in the number of purchased

water expense lead days to be used in the lead/lag study should be very

comparable because the terms are the same for both Superstition and

Casa Grande.16

17

18 What were the purchased water expense lead/lag days for each of the five

19

20

systems?

The following lead/lag days resulting from RUCO's study are now as

21 follows:

22 Superstition

Casa Grande

(40.09)

(55.31)23

Q.

A.

A.

Q.

Q.

A.

20



Surrebuttal Testimony of Timothy J. Coley
Arizona Water Company
Docket No. W-01445A-08-0440

Ajo

White Tanks 121.16

San Manuel

The adjustments are on the respective Schedules TJC-6, page 2

Did the Company accept RUCO's lead/lag days for chemical expenses?

No. After further study and review, RUCO accepts the Company's (18.1 t)

lead days for chemical expenses

Did the Company accept RUCO's 30 lead/lag days for other operating and

maintenance expenses?

No. After further study and review, RUCO accepts the Company's (9.27)

lead days for other operating and maintenance expenses

Did the Company accept RUCO's recommendation to exclude rate case

expense from the lead/lag study

20 Did the Company accept RUCO's adjustment to remove the cost of equity

from the lead/lag study

No. All of RUCO's reasons for not including the cost of equity in the

Q.

lead/lag study are provided in Coley direct testimony on pages 23-25



Surrebuttal Testimony of Timothy J. Coley
Arizona Water Company
Docket No. W-01445A-08-0440

Please explain RUCO's surrebuttal rate base adjustment #6 for the

Sedona System

This adjustment includes the customer deposits in rate base and reduces

rate base accordingly. This adjustment is fully explained earlier in rate

base adjustment #5

RUCO Rate Base Adjustment #7 .-. Working Capital in the Sedona System

Please explain the adjustment to working capital for the Sedona System

This adjustment is explained in RUCO rate base adjustment #6

11 OTHER ISSUES

Please explain any other issues RUCO has with the Company's rate

application and rebuttal schedules

There is an error in both the Company's direct rate application and rebuttal

schedules

Please explain the error that exists in the rate application and rebuttal

schedules

The error exists in the Oracle System and was pointed out to Mr. Reiker

via phone conversation. When the Company filed its rebuttal testimony

and schedules, the error was not corrected. The Company correctly

removes the Saddlebrook System plant in the B Schedules that were

recorded in the Oracle System. The Company does not remove the
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1 Saddlebrook plant in its C-2 Appendix Schedules when calculating the

2 depreciation expense for the Oracle System. Rather than having a

3 positive pro-forma adjustment for Oracle's depreciation expense, the

4

5

adjustment should be negative once the Saddlebrook plant balances are

removed from Oracle's depreciation schedule.

6

7

8

Did RUCO make the correct adjustment to properly reflect the plant

balances for Oracle excluding the Saddlebrook plant in its depreciation

9

10

11

expense schedule?

There is no special adjustment necessary to account for the error in the

Company's schedules. RUCO's total recommended plant balances are

12 the same in its TJC-2 and TJC-11. Whereas, the Company's B-2

13

14

Schedules for Oracle has a total plant balance of $6,084,930 and the

Company's C-2 Appendix depreciation schedule has a total depreciable

15 plant balance of $7,071,105, which is a difference of $986,175. The

16

17

$986,175 difference represents the total pro-forma adjustment shown on

Company Schedule B-2.

18

19 Does this conclude your surrebuttal testimony?

20 Yes, it does.

Q.

A.

A.

Q.

23
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Arizona Water Company
Docket No. W-01445A-08-0_40
Test Year Ended December 31, 2007

Superstition System - Surrebuttal

TABLE OF CONTENTS TO TJC SURREBUTTAL SCHEDULES (ABBREVIATED)

SCH.
no.

PAGE
NO. TITLE

WAR-1

WAR-2

WAR~3

WAR-7

WAR-8

WAR-15

1 & 2

1

1

1

1

1

REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

COST OF CAPITAL
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Superstition System - Surrebuttal
Schedule TJC-.

Page 1 of 1

REVENUE REQUIREMENT

LINE

no. DESCRIPTION

(A)
COMPANY

OCRB/FVRB

COST

(B)
RUCO

OCRB/FVRB

COST

1 Adjusted Original Cost/Fair Value Rate Base $ 43,424,545 $ 42,476,176

2 Adjusted Operating Income (Loss) $ 1 ,B50,403 $ 1,914,522

3 Current Rate of Return (L2 ILt) 4.26% 4.51 %

4 RequiredOperating Income (L5 xLI) $ 4,261 ,800 $ 3,113,504

5 Required Rate of Return on Fair Value Rate Base 9.81% 7.33%

6 Operating Income Deficiency (LE . L2) $ 2,411,397 $ 1,198,982

7 Gross Revenue Conversion Factor (TJC-1, Page 2) 1 .6286 1 .6286

8 Required Increase inGross Revenue Requirement (LE X LB) $ 1,952,703 I

g Adjusted Test Year Revenue $ 11,939,904 $ 11,939,904

10 Proposed Annual Revenue (LB + LE) $ 15,867,189 $ 13,892,507

11 Required Percentage Increase inRevenue (LB / LE) 32.89% 16.35%

12 Consolidated Revenue Adjustment $ 937,341 $ 157,394

13 Required Increase in Gross Revenue Under Proposed Consolidation $ 4,864,542 s 2,110,097

14 Required Revenue Under Proposed Consolidation $ 16,804,800 $ 14,050,001

15 Required Percentage increase in Revenue Under Proposed Consolidation 40.74% 17.67%

16 Rate of Return on Common Equity 12.40% 8.33%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule TJC-2, TJC-7, and TJC-13

I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Superstition System - Surrebuttal
Schedule TJC-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)
Revenue Conversion Factor(LI /LE)

1.0000
0.3860
0.6140

5
6
7
8
9
10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State income Tax Rate
Federal Taxable income (L5 - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X LB)
Combined Federal And State income Tax Rate (LE + LE)

100.0000%
G.9680%

93.0320%
34.0000%
31 .6309%
38.5989%

$ 3,113,504
1,914,522

11
12
13

Required Operating Income (Sch. TJC-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. TJC-1, Pg 1, C (B), L2)
Required Increase in Operating Income (L11 - L12) $ 1,198,982

14
15
16

17

Income Taxes On Recommended Revenue (Col. (D), L31) $ 1,020,016
Income Taxes On Test Year Revenue (Col. (D), L32) 266,295
Required Increase In Revenue To Provide For Income Taxes (L14 - L15) $

$

753,721

1,952,703Total Required Increase In Revenue (L13 + L16)

L22 L23)

RUCO
Recommended
$ 13,892,607

9,759,087
1,490,914
2,642,606

6.9680%
$

$ 184,137

$
$
$
$
$
$

2,458,470
7,500
6,250
8,500

91 ,650
721 ,980

18
19
20
21
22
23
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX'
Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)

Operating Expense Excluding Income Tax (TJC-7, Col. (E), L27
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable income (L21 - L23)
Fed. Tax on 1st inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax on 4th inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th inc. Bracket ($335,001 - $1 OM) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State income Tax (L23 + L30)

$

33

835,880
1 ,020.016

32
33

Test Year Combined Income Tax, RUCO as Adjusted (TJC-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See TJC-6, Col, (D), L23)

$
$

266,295
753,721

34 Applicable Federal Income Tax Rate (Col, (D), L30 / Col. (C), L24) 34.00%

$ 42,476,176
3.51%

1,490,914

35
36
37

CALCULATION OF INTEREST SYNCHRONIZATIONs
Rate Base (Sch. WAR-2, Col. (C), L17)
Weighted Avg. Cost of Debt (Sch, TJC-16, Col. (F), L1)
Synchronized Interest (L35 X L36) $
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Superstition System - Surrebuttal
Schedule TJC-2

Page 1 of 1

RATE BASE l ORIGINAL COST

LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

OCRB/FVRB

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ $ $1

2

3

4

5

6
7

Plant Classification

Intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission 8» Distribution Plant
General Plant

Total Gross Plant in Service $

12,555

5,528,785

7,692,391

6,885,736

68,915,456

4,555,508
93,590,431 $

1

(801 ,061 )

(59,595)

(3,057)

(502)

(7,089)
(871 ,303) $

12,556

4,727,724

7,632,796

6,882,679

68,914,955

4,548,420
92,719,129

8
9

Accumulated Depreciation
Net Utility Plant In Service (Sum L1 8= L2) $

(17,724,938)
75,865,493 $

212,613
(658,690) $

(17,512,325)
75,206,804

10 Advances In Aid Of Const. $ (18,952,520) s $ (18,952,520)

$ $ $11
12
13

Contribution In Aid Of Const.
Accumulated Amortization Of CIAC

NET CIAC (LE + LE) $

(10,888,555)
1,733,417
(9,155,138) $ $

(10,888,555)
1,733,417

(9,155,138)

14 Deferred Income Tax $ (4,779,751 ) $ $

15 $ $

16

$

$ 446,461 s

(196,185)

(93,495) $

(4,779,751)

(195,185)

352,966

17

Customer Deposits

Allowance For Working Capital

Net Regulatory Asset l (Liability) S s 8

18
19

Rounding
TOTAL RATE BASE (Sum L's 3, 4, a 7 Thru 16)

$
$ 43,424,545

$
$

. so
(948,369) s 42,476,176

References:
Column (A): Company Schedule B-1
Column (B): Schedule RLM-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Superstition System - Surrebuttal
Schedule TJC-7

Page 1 of 1

OPERATING INCOME

LINE
no. DESCRIPTION

(A)
COMPANY

AS
FILED

(8)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROPD

CHANGES

(E)
RUCO

AS
RECOMM'D

$ $ $ 1,952,703 $ 10,660,874
2,125,918

35,010
8,293

346,347
$ 13,176,441

1
2
3
4
5
6

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues

$ 8,708,171
2,125,918

35,010
8,293

346,347
58 11,223,738 $

8,708,171
2,125,918

35,010
8,293

346,347
$ 11,223,738 $ 1,952,703

7
8

Miscellaneous
Total Operating Revenues

$ 716,166
$ 11,939,904

$
$

$ 716,166
$ 11,939,904

$
$ 1,952,703

$ 716,166
$ 13,892,607

$ 1,019,596
48,540

$ $ 1 ,019,696
48,540

$ $ 1019,696
48,540

1,170,704 1,170,704 1,170,704

9
10
11
12
13
14
15
16
17
18
19
20

Operating Expenses
Source of Supply Expenses:

Purchased Water
Other

Pumping Expenses:
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission 8 Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations 8r Maintenance Expense $

307,004
389,035

1 ,339,694
945,427

5,489
1 ,591 ,413
6,817,003 s

(57,875)
(57,875) $

307,004
389,035

1,339,694
945,427

5,489
1 ,533,538
6,759,128 $ $

307,004
389,035

1,339,694
945,427

5,489
1,533,538
6,759,128

21 Depreciation & Amortization Expenses $ 2,169,209 $ (50,843) $ 2,118,366 $ $ 2,118,366

$ s s $ 617,657
136,064

$22
23
24
25
26

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes $

123,547
27,216

815,362
137,164

1 ,103,289 $

94,676
20,856

(68,099)
(2,834)
44,599 s

218,223
48,072

747,263
134,330

1 ,147,888 $ 753,721 $

835,880
184,137
747,263
134,330

1,901 ,609

27
28

Total Operating Expenses
Operating Income

$ 10,089,501
$ 1,850,403

$
S

(64,119)
64,119

$ 10,025,382
$ 1,914,522

$
$

753,721
1,198,982

$ 10,779,103
$ 3,113,504

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
TJC-8, Columns (B) Thru (I)
Column (A) + Column (B)
TJc-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Superstition System .- Surrebuttal
Schedule TJC-15

Page 1 of 1

COST OF CAPITAL

(A) (B) (C) (D)
WEIGHTED

COST
RATE

LINE
no. DESCRIPTION

DOLLAR

AMOUNT

CAPITAL

RATIO

COST

RATE

1 Long-Term Debt $ 7,300,000 4.80% 3.00% 0.14%

2 Long-Term Debt $ 75,000,000 49.35% 6.83% 3.37%

3 69,671,689 45.85% 8.33% 3.82%

4

Common Equity

Total Capitalization $ 151,971,689 100.00%

5 WEIGHTED AVERAGE COST OF CAPITAL 7.33%l

References:
Columns (A) Thru (D): Testimony, WAR
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Bisbee System - Surrebuttal

TABLE OF CONTENTSTO TJC SURREBUTTAL SCHEDULES (ABBREVIATED)

PAGE
no. TITLE

1  & 2

1

1

1

1

1

REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

COST OF CAPITAL



I
*

*
a

Arizona Water Company
Docket No. W-01445A-08-0_40
Test Year Ended December 31, 2007

Bisbee System - Surrebuttal

Schedule TJC-1

Page 1 of 1

REVENUE REQUIREMENT

LINE

NO. DESCRIPTION

(A)
COMPANY

OCRB/FVRB

COST

(B)
RUCO

OCRB/FVRB

COST

1 Adjusted Original Cost/Fair Value Rate Base $ 4,860,984 $ 4,622,091

2 Adjusted Operating Income (Loss) $ 168,796 $ 181,625

3 Current Rate of Return(L2 /L1 ) 3.62% 3.93%

4 Required Operating Income (L5XLI) s 457,441 $ 338,799

5 Required Rate of Return on Fair Value Rate Base 9.81% 7.33%

6 Operating Income Deficiency (L4 - LE) $ 288,646 $ 157,175

7 Gross Revenue Conversion Factor (TJc-t, Page 2) 1 .6286 1.6286

8 Required Increase in Gross Revenue Requirement (L7XLS) $ 470,098 I $ 255,980 I

g Adjusted Test Year Revenue $ 1 ,723,475 $ 1 ,723,475

10 Proposed Annual Revenue (LB + LE) $ 2,193,573 $ 1 ,979,454

11 RequiredPercentage Increase in Revenue (LB / LE) 27.28% 14,85%

12 Consolidated Revenue Adjustment $ (106,G51 ) $ 19,875

13 Required Increase in Gross Revenue Under Proposed Consoiidaiion $ 363,319 $ 275,855

14 Required Revenue Under Proposed Consolidation $ 2,086,472 $ 1 ,999,329

15 Required Percentage Increase in Revenue Under Proposed Consolidation 21 .08% 16.01 %

15 Rate of Recur on Common Equity 12.40% 8.33%

References:
Column (A): Company Schedules A-1 and C~1
Column (B): RUCO Schedule TJC-2, TJC-7, and TJC»13

I I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Bisbee System - Surrebuttal
Schedule TJC-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)
Revenue Conversion Factor(L1 ILL)

1 .0000
0.3860
0.6140

5
6
7
8
9

10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X Le)
Combined Federal And State Income Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31 .6309%
38.5989%

$ 338,799
181,625

11
12
1 3

Required Operating Income (Sch. TJC-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. TJC-1, Pg 1, C (B), L2)
Required increase In Operating Income (L11 - L12) $ 157,175

Income Taxes On Recommended Revenue (Col. (D), L31) 110,994
Income Taxes On Test Year Revenue (Col. (D), L32) 12,189
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$14
1 5
1 6

17 Total Required Increase In Revenue (L13 + L16)

$

$

98,805

255,980

RUCO
Recommended
$ 1,979,454

t,529,661
162,235
287,558
6.9680%

$

$ 20,037
267,521$

$
$
$
$
$ 90,957

1 8
19
20
21
22
2 3
24
2 5
26
27
28
29
30
31

CALCULATION OF INCOME TAX

Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)
Operating Expense Excluding Income Tax (TJC-7, Col. (E), L27 - L22 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - Ltd - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st Inc, Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 .. $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

90,957
110,994

32
33

Test Year Combined Income Tax, RUCO as Adjusted (TJC-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See TJC-B, Col. (D), L23)

$
$

12,189
98,805

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

$35
36
37

CALCULATION OF INTEREST SYNCHRONIZATIONs
Rate Base (Sch. WAR-2, Col. (C), L17)
Weighted Avg. Cost of Debt (Sch. TJC-16, Col. (F), LI)
Synchronized Interest (L35 X L36) $

4,622,091
3_51%

162,235
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Bisbee System - Surrebuttal
Schedule TJC-2

Page 1 of 1

RATE BASE - ORIGINAL COST

LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

OCRB/FVRB

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ $ $1

2

3

4

5

6
7

6,328

Plant Classification

Intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission & Distribution Plant

General plant
Total Gross plant in Service $

43,332

849,846

889,639

46,503

7,664,743

820,594
10,314,658 $

(704)
5,624 $

43,332

849,846

895,967

46,503

7,664,743

819,890
10,320,281

8
g

Accumulated Depreciation
Net Utility Plant in Service (Sum L1 & L2) $

(4,218,432)
6,096,226 $

(10,167)
(4,543) $

(4,228,599)
6,091 ,683

10 Advances in Aid Of Const, s (258,981 ) $ $ (258,981)

$ s s11
12
13

Contribution in Aid of Const.
Accumulated Amortization of CIAC

NET CIAC (L5 + Ls) $

(452,659)
106,681
(345,978) $ $

(452,659)
106,681
(345,978)

14 Deferred Income Tax $ (954,417) $ $

15 $ $ $

16 s 124,134 $

(17,600)

(16,750) $

(954,417)

(17,600)

107,384

17

Customer Deposits

Allowance for Working Capital

Net Regulatory Asset / (Liability) $ $ $

18
19

Rounding
TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16)

$
$ 4,660,984

$
$ (38,893)

$
$ 4,622,091

References:
Column (A): Company Schedule B-1
Column (B): Schedule TJC-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 . 2007

Bisbee System - Surrebuttal
Schedule TJC-7

Page 1 of 1

OPERATING INCOME

LINE
no. DESCRIPTION

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

1
2
3
4
5
6

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues

$ $ $ $ 255,980 $

$

1,192,596
491,700

2,302
908

12,628
1,700,135 $ $

1 ,192,596
491,700

2,302
908

12,628
1 ,700,135 $ 255,980 $

1,448,576
491,700

2,302
908

12,628
1,956,115

7
8

Miscellaneous
Total Operating Revenues

$
$

23,340
1 ,723,475

$
$

$
$

23,340
1,723,475

$
$ 255,980

$
$

23,340
1 ,979,454

$ $ $ $ $9
10
11
12
13
14
15
16
17
18
19
20

2,443 2,443 2,443

Operating Expenses
Source of Supply Expenses:

Purchased Water
Other

Pumping Expenses:
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative 81 General Expenses

Total Operations & Maintenance Expense $

224,856
615

50,077
32,933

270,483
179,534

529
392,583

1 ,154,054 $
(11,551)
(11,551) $

224,856
615

50,077
32,933

270,483
179,534

529
381,032

1 ,142,502 $ $

224,856
615

50,077
32,933

270,483
179,534

529
381 ,032

1,142,502

21 Depreciation & Amortization Expenses s 261 ,462 $ (4,015) $ 257,447 $ $ 257,447

22
23
24
25
26

Taxes
Federal Income Taxes
State Income Taxes
Propel*ty Taxes
Other

Total Taxes

$ $ $ $ 80,969
17,837

$

$

(2,100)
(463)

114,911
26,815

139,163 $

12,088
2,663

<11 ,448)
(566)

2,737 $

9,988
2,200

103,463
26,249

141,900 $ 98,805 $

90,957
20,037

103,463
26,249

240,706

27
28

Total Operating Expenses
Operating Income

$
$

1 ,554,679
168,796

$
$

(12,829)
12,829

$
$

1,541,850
181,625

$
$

98,805
157,175

$
$

1 ,640,655
338,799

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
TJC-8, Columns (B) Thru (I)
Column (A) + Column (B)
TJc-1
Column (C) + Column (D)





Arizona Water Company
Docket No. W-01445A-08-0_40
Test Year Ended December 31. 2007

(A)

COST OF CAPITAL

(B)

Bisbee System - Surrebuttal
Schedule TJC-15

Page 1 of 1

LINE DOLLAR

AMOUNT

CAPITAL

RATIO

(D)
WEIGHTED

COST
RATEDESCRIPTION

COST

RATE

Short-Term Debt $ 7,300,000 4.80% 3.00% 0.14%

Long-Term Debt $ 75,000,000 49.35% 6.83% 3.37%

69.671 .689 45.85% 8.33% 3.829

4

Common Equity

Total Capitalization $ 151,971,689 100.00%

5 WEIGHTED AVERAGE COST OF CAPITAL

(C)

7.33%-I

References:
Columns (A) Thru (D): Testimony, WAR

I





Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Sierra Vista System - Surrebuttal

TABLE OF CONTENTS TO TJC SURREBUTTAL SCHEDULES (ABBREVIATED)

SCH PAGE
TITLE

WAR-1

WAR»2

WAR-3

WAR-7

WAR-8

wAR-15

1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

COST OF CAPITAL
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Arizona Water Company

Docket No. W~01445A-08-0440

Test Year Ended December 31, 2007

Sierra Vista System - Surrebuttal

Schedule TJC-1

Page 1 of 1

REVENUE REQUIREMENT

LINE

no. DESCRIPTION

(A)
COMPANY

OCRB/FVRB

COST

(B)
RUCO

OCRB/FVRB

COST

1 Adjusted Original CosVFair Value Rate Base $ 2,520,716 $ 2,501 ,385

2 Adjusted Operating Income (Loss) $ 275,060 $ 280,323

3 Current Rate of Recur (L2 /L1 ) 10.91% 11.21%

4 Required Operating Income(Ls X LI) $ 247,390 $ 183,352

5 Required Rate of Return on Fair Value Rate Base 9.81% 7.33%

6 Operating Income Deficiency (LE _ L2) $ (27,670) $ (96,972)

7 Gross Revenue Conversion Factor (TJC-1, Page 2) 1 .8286 1 .6286

8 Required increase in GrossRevenueRequirement (LEx LE) $

g Adjusted Test Year Revenue $

(45,064)l

1,461,897 $ 1,461,897

to Proposed Annual Revenue (L8 + LE) s 1,416,833 $ 1 ,303,966

11 Required Percentage Increase inRevenue (La / LE) -3.08% -10.80%

12 Consolidated Revenue Adjustment $ 106,651 17,425

13 Required Increase in Gross Revenue Under Proposed Consolidation $ 61 ,586 $ (140,506)

14 Required Revenue Under Proposed Consolidation $ 1 ,523,034 $ 1,321,391

15 Required Percentage Increase in Revenue Under Proposed Consolidation 4.20% -9.61 %

16 Rate of Return on Common Equity 12.40% 8.33%

References:
Column (A): Company Schedules A~1 and C-1
Column (8); RUCO Schedule TJC-2, TJC-7, and TJC-13

I



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Sierra Vista System .. Surrebuttal
Schedule TJC-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

DESCRIPTION

CALCULATION OF GROSS REVENUE CONVERSION FACTOR
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)
Revenue Conversion Factor(LI l LE)

1 .0000
0.3860
0.6140

CALCULATION OF EFFECTIVE TAX RATE
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (LE - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X L8)
Combined Federal And State Income Tax Rate (LE + LE)

100.00009
6.9680%

93.0320%
34.0000'%
31 .6309%
38.5989%

$ 183,352
280.323

Required Operating Income (Sch. TJC-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. TJC-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12) $ (96,972)

Income Taxes On Recommended Revenue (Col. (D), L31 )
Income Taxes On Test Year Revenue (Col. (D), L32)
Required Increase In Revenue To Provide For Income Taxes (L14

$ 60.068
121.028

L15)

Total Required Increase In Revenue (L13 + L16)

$

$

(60,960)

(157,931)

Recommended
$ 1,303,966

1.060.547
87.799

155.621
6.9680%

$
144_777

10,844

$
$
$

$
49.224

CALCULATION OF INCOME TAX
Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)

Operating Expense Excluding Income Tax (TJC-7, Col. (E), L27 - L22 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable lnoome (L18 - L19 - L20)
Arizona State lnoome Tax Rate
Arizona lnoome Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 .. $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 399
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34°/<
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

49.224
60.068

32
33

Test Year Combined Income Tax, RUCO as Adjusted (TJC-7, Col. (C), L22 +
RUCO Adjustment (L31 - L32) (See TJC-6, Col. (D), L23)

$
$

121,028
(60,960)

34 Applicable Federal Income Tax Rate (col. (D), L30 / Col. (C), L24)
34.00%

35
36

$ 2,501 ,385
CALCULATION OF INTEREST SYNCHRONIZATION
Rate Base (Sch. WAR-2, Col. (C), L17)
Weighted Avg. Cost of Debt (Sch. TJC-16, Col. (F), LI)
Synchronized Interest (L35 X L36) $ 87.799
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Sierra Vista System - Surrebuttal
Schedule TJC-2

Page 1 of 1

RATE BASE . ORIGINAL COST

LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

OCRB/FVRB

(B)
RUCO

OCRBIFVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ $ $ 756

688,417

719,189

92,922

5,348,207

546,855
7,396,345

1

2

3

4

5

6
7

Plant Classification

Intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission & Distribution Plant

General Plant
Total Gross Plant in Service s

756

688,417

719,189

92,922

5,348,207

546,855
7,396,345 $ $

8
9

Accumulated Depreciation
Net Utility Plant in Service (Sum LI & L2) $

(2,113,607)
5,282,738 $

6,701
6,701 $

(2,106,905)
5,289,440

10 Advances in Aid Of Const. $ (1,453,186) $ $ (1,453,186)

$ $ $11
12
13

Contribution in Aid of Const.
Accumulated Amortization of CIAC

NET CIAC (L5 + LE) s

(1,089,317)
226,089
(863,228) $ $

(1 ,089,317)
226,089
(863,228)

14 Deferred Income Tax $ (494,457) $ $

15 $ s $

(494,457)

(15,925)

38,742
16 $ 48,849 $

(15,925)

(10,107) $

17

Customer Deposits

Allowance for Working Capital

Net Regulatory Asset / (Liability) $ $ $

18
19

Rounding
TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16)

$
s 2,520,716

$
$ (19,331)

$
$ 2,501,385

References:
Column (A): Company Schedule B-1
Column (B): Schedule TJC-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Sierra Vista System - Surrebuttal
Schedule TJC-7

Page 1 of 1

OPERATING INCOME

DESCRIPTION

COMPANY
AS

FILED
TEST YEAR
ADJM'TS

TEST YEAR
AS ADJ'TED

PROP'D
CHANGES RECOMM'D

$ 1 ,067,828
346.169

$ $ 1 ,067,828
346.169

$ (157,931) $ 909,896
346.169

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues $
29.331

1,445,253 $ $
29,331

1,445,253 $ (157,931) $
29.331

1287,321

Miscellaneous
Total Operating Revenues $

16.645
1,461,897

$
$ $

16,645
1 ,461,897

$
$ (157,931 ) $

16.645
1 ,303,9e6

2

220.661 220.661 220.661

46.020
22.454

213.548
134.508

46.020
22.454

213.548
134.508

46.020
22.454

213.548
134.508

20

Operating Expenses
Source of Supply Expenses

Purchased Water
Other

Pumping Expenses
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations 8t Maintenance Expense $
152.251
792,510 $

(5,992)
(5,992) $

146.259
786,518 $ $

146259
786,518

Depreciation 81 Amortization Expenses $ 186,533 $ (2,248) $ 184,285 $ $ 184,285

$ 5,644 $ $ (49,955)
(11 ,005)

$

26

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes $

93.535
20.605
80.115
13.539

207,794 $

(3,618)
(293)

2,976 $

99,179
21.848
76.497
13.246

210,771 $ (60,960) $

49.224
10.844
76.497
13.246

149,811

27
28

Total Operating Expenses
Operating Income

$
$

1,186,838
275,060

$
$

(5,263)
5.263

$
$

1,181 ,574
280,323

$
$

(60,960)
(96,972)

$
$

1,120,615
183,352

References
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
TJC-8. Columns (B) Thru (I)
Column (A) + Column (B)
TJC-1
Column (C) + Column (D)





Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

(A)

COST OF CAPITAL

(B)

Sierra Vista System - Surrebuttal
Schedule TJC-15

Page 1 of 1

(C)

LINE DOLLAR
AMOUNT

CAPITAL
RATIO

(D)
WEIGHTED

COST
RATEDESCRIPTION

COST
RATE

Short-Term Debt $ 7,300,000 4.80% 3.00% 0.14%

Long-Term Debt $ 75,000,000 49.35% 6.83% 3.379

69.67t.689 45.85% 8.33% 3.82%Common Equity

Total Capitalization $ 151,971,689 100.009

5 WEIGHTED AVERAGE COST OF CAPITAL 7.33%l

References:
Columns (A) Thru (D): Testimony, WAR

I



1
r

*s

-
In
I |



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

San Manuel System - Surrebuttal

TABLE OF CONTENTS TO TJC SURREBUTTAL SCHEDULES (ABBREVIATED)

1 & 2

TITLE

REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

COST OF CAPITALWAR-15



402,704$

ArizonaWater Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

San Manuel System - Surrebuttal

Schedule TJC-1

Page 1 of 1

REVENUE REQUIREMENT

LINE

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB

COSTDESCRIPTION

Adjusted Original Cost/Fair Value Rate Base 2.035.209 $ 2.041 .060

Adjusted Operating Income (Loss) (47,524) $ (42,235)

3 Current Rate of Return (L2 l L1 ) 2.34% 2.07%

4 Required Operating Income (L5XLI) $ 199,741 s 149,610

5 Required Rate of Return on Fair Value Rate Base 9.81 % 7.33%

6 Operating Income Deficiency (LE - L2) $ 247,264 $ 191,845

7 Gross Revenue Conversion Factor (TJC-1, Page 2) 1 .6286 1 .6286

8 Required Increase inGross Revenue Requirement (L7 X LE) l$ 312,445 I

9 Adjusted Test Year Revenue $ 812,359 $ 812,359

10 Proposed Annual Revenue (LB + LE) $ 1,215,223 $ 1,124,804

11 Required Percentage Increase in Revenue (LB / LQ) 49.57% 38.46%

12 Consolidated Revenue Adjustment $ $ 9,183

13 Required Increase in Gross Revenue Under Proposed Consolidation $ $ 321,629

14 Required Revenue Under Proposed Consolidation $ $ 1,133,987

15 Required Percentage Increase in Revenue Under Proposed Consolidation
39.59%

16 Rate of Return on Common Equity 12.40% 8.33%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedu\e TJC-2, TJC-7, and TJC-13
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

San Manuel System - Surrebuttal

Schedule TJC-1

Page 1 of 1

REVENUE REQUIREMENT

LINE

NO. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB
COST

1 Adjusted Original Cost/Fair Value Rate Base $ 2,035,209 $ 2,041 ,060

2 Adjusted Operating Income (Loss) $ (47,524) $ (42,235)

3 Current Role of Return (L2 /L1 ) -2.34% -2.07%

4 Required Operating Income (L5 X LI) $ 199,741 $ 149,510

5 Required Rate of Return on FairValueRate Base 9.81 % 7.33%

6 Operating Income Deficiency (LE - LE) $ 247,264 $ 191.845

7 Gross Revenue Conversion Factor (TJC~1, Page 2) 1.8286 1 .6286

8 Required \increase in Gross Revenue Requirement (L7XLE) $ 402,704 I $

9 Adjusted Test Year Revenue $ 812,359 $

312,445

812,359

10 Proposed Annual Revenue (LB + LE) $ 1,215,223 $ 1 ,124,804

11 Required Percentage Increase in Revenue (LaI LE) 49.57% 38.46%

12 Consolidated Revenue Adjustment $ $ 9,183

13 Required Increase in Gross Revenue Under Proposed Consolidation $ $ 321.629

14 Required Revenue Under Proposed Consolidation $ s 1,133,987

15 Required Percentage Increase in Revenue Under Proposed Consolidation 39.59%

16 Rate of Return on Common Equity 12.40% 8.33%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule TJC-2, TJC-7, and TJC-13

I I I



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

San Manuel System - Surrebuttal
Schedule TJC-2

Page 1 of 1

RATE BASE l ORIGINAL COST

DESCRIPTION

COMPANY
AS FILED

OCRB/FVRB

OCRB/FVRB
ADJUSTMENTS

ADJ'TED
OCRBlFVRB

7

Plant Classification
Intangible Plant
Source of Supply Plant
Pumping Plant
Water Treatment Plant
Transmission & Distribution Plant
General Plant

Total Gross Plant in Service

175.502
376.086

1.398.624
1 .712.957

458.818
4.122.476 $ 2.058 $

175.502
378.144

1.398.624
1.712.957

458.818
4.124.534

(997,040) (963,111)
3.161.423Accumulated Depreciation

Net Utility Plant in Service (Sum L1 8~ LE)

33.929
35.986 $

10 Advances in Aid Of Const $ $ $

$ $

12
Contribution in Aid of Const

Accumulated Amortization of CIAO
NET CIAC (L5 + LE) $

14 Deferred Income Tax

(73,164)

(742,146)

(734,641 )

(321,972) $

15 $ $

(73,164)

(742,146)

(73-4,641 )

(321 ,972)

(5,425)

14.840
16 39.551 s

(5,425)

(24,710) $

17

Customer Deposits

Aliowance for Working Capital

Net Regulatory Asset / (Liability) $ $

18
19

Rounding
TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16) 2.035.209

$
$ 5.851

$
s 2.041.060

References
Column (A): Company Schedule B-1
Column (B): Schedule TJC-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

San Manuel System - Surrebuttal
Schedule TJC-7

Page 1 of 1

OPERATING INCOME

LINE
no. DESCRIPTION

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

$ 646,904
143,872

$ $ 646,904
143,872

$ 312,445 s 959,350
143,872

1
2
3
4
5
6

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues $

56
11,113

801,946 $ $

56
11,113

801,946 $ 312,445 $

56
11,113

1,114,391

7
8

Miscellaneous
Total Operating Revenues

$
$

10,413
812,359

s
$

$
$

10,413
812,359

$
$ 312,445

$
S

10,413
1,124,804

$ 241,318
6,907

$ $ 241,318
6,907

$ $ 241,318
6,907

38,358 38,358 38,358

9
10
11
12
13
14
15
16
17
18
19
20

Operating Expenses
Source of Supply Expenses:

Purchased Water
Other

Pumping Expenses:
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission 8¢ Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense $

34,669
40,816

145,743
104,642

497
140,854
753,804 $

(3,899)
(3,899) $

34,669
40,816

145,743
104,642

497
136,955
749,904 $ $

34,669
40,816

145,743
104,642

497
136,955
749,904

21 Depreciation & Amortization Expenses $ 106,134 $ (1 ,342) $ 104,792 $ $ 104,792

$ $ $ $ 98,829
21,771

$2 2
2 3
2 4
2 5
2 6

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes s

(63,368)
(13,959)
68,170
9,102

(56) $

4,704
1,036
(5,596)

(191 )
(47) $

(58,664)
(12,923)
62,573
8,911
(103) $ 120,600 $

40,166
8,848

62,573
8,911

120,498

27
28

Total Operating Expenses
Operating Income

$
$

B59,882
(47,524)

$
$

(5,288)
5,288

$
$

854,594
(42,235)

$
$

120,600
191,845

$
$

975,194
149,610

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
TJC-8, Columns (B) Thru (I)
Column (A) + Column (B)
TJC-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

San Manuel System - Surrebuttal
Schedule TJC-15

Page 1 of 1

COST OF CAPITAL

WEIGHTED
CAPITAL

DESCRlPTiON

DOLLAR

AMOUNT

Short-Term Debt $ 7,300,000 4.80% 3.00%

Long-Term Debt $ 75,000,000 49.35%

69.671 .689 45.85%Common Equity

Total Capitalization $ 151,971,689 100.00%

WEIGHTED AVERAGE COST OF CAPITAL 7.33%l

References
Columns (A) Thru (D): Testimony, WAR
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Oracle System - Surrebuttal

TABLE OF CONTENTS TO TJC SURREBUTTAL SCHEDULES (ABBREVIATED)

PAGE
no. TITLE

WAR- 1

WAR-2

WAR-3

WAR-7

wAR-8

WAR»15

SCH.
no.

1 & 2

1

1

1

1

1

REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

COST OF CAPITAL



$ 69,208 (63,798)$
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Arizona Water Company
Docket NO. W-01445A-08-0440
Test Year Ended December 31, 2007

Oracle System - Surrebuttal

Schedule TJC-1

Page 1 of 1

REVENUE REQUIREMENT

LINE

no . DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB
COST

1 Adjusted Original Cost/Fair Value Rate Base $ 2,412,232 s 2,393,683

2 Adjusted Operating Income (Loss) $ 194,248 $ 214,530

3 Current Rate of Recur (L2 IL1) 8.05% 8.97%

4 Required Operating Income (Ls X LI) $ 236,743 $ 175,457

5 Required Rate of Return on Fair Value Rate Base 9.81% 7.33%

6 Operating Income Deficiency (LE . L2) $ 42,494 $ (39,173)

7 Gross Revenue Conversion Factor (TJc-1, Page 2) 1.6286 1,6286

8 Required Increase in Gross Revenue Requirement (LE X LS)

9 Adjusted Test Year Revenue $ 1,126,215 $ 1,126,215

10 Proposed Annual Revenue (LB + LE) $ 1,195,423 $ 1,062,417

11 Required Percentage Increase in Revenue (LB /L9) 6.15% -556%

12 ConsolidatedRevenue Adjustment $ $ 8,846

13 Required Increase in Gross Revenue Under Proposed Consolidation $ $ (54,952)

14 Required Revenue Under Proposed Consolidation $ $ 1,071,263

15 Required Percentage Increase in Revenue Under Proposed Consolidation -4.88%

16 Rate of Return on Common Equity 12.40% 8.33%

References:
Column (A): Company Schedules A-1 and C»1
Column (B): RUCO Schedule TJC-2, TJC-7, and TJC-13
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Oracle System - Surrebuttal
Schedule TJC-t

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)
Revenue ConversionFactor (L1 ILL)

1.0000
0.3860
0.6140

5
6
7
8
g

10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable income (L5 - LE)
Applicable Federal income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X LB)
Combined Federal And State Income Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31 .6309%
38.5989%

11
12
13

$ 175,457
214,630

Required Operating Income (Sch. TJC-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. TJC-1, Pg 1, C (B), LE)
Required Increase In Operating Income (L11 - L12) $ (39,173)

14
15
16

Income Taxes On Recommended Revenue (Col. (D), L31) 57,482
Income Taxes On Test Year Revenue (Col. (D), L32) 82,107
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$

17 Total Required Increase In Revenue (L13 + L16)

$

$

(24,625)

(63,798)

L23)

RUCO
Recommended
$ 1,062,417

829,478
84,018

148,920
6.9680%

$

$
138,543

10,377

$
$
$
$
$
$ 47,105

1 8
1 9
20
21
22
23
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX

Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)
Operating Expense Excluding Income Tax (TJC-7, Col. (E), L27 - L22
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 .. $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

47,105
57,482

32
33

Test Year Combined Income Tax, RUCO as Adjusted (TJC-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 _ L32) (See TJC-6, Col. (D), L23)

$
$

82,107
(24,625)

34 Applicable Federal Income Tax Rate (Col. (D), L30 l Col. (C), L24) 34.00%

$35
36
37

CALCULATION OF INTEREST SYNCHRONIZATIONs
Rate Base (Sch. WAR-2, Col. (C), L17)
Weighted Avg. Cost of Debt (Sch. TJC-16, Col. (F), LI )
Synchronized Interest (L35 X L36) $

2,393,683
3.51%

84,018
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Oracle System - Surrebuttal
Schedule TJC-2

Page 1 of 1

RATE BASE - ORIGINAL COST

LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

OCRB/FVRB

(B)
RUCO

OCRBlFVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ $ s1
2
3
4
5
5
7

Plant Classification
Intangible Plant
Source of Supply Plant
Pumping Plant
Water Treatment Plant
Transmission & Distribution Plant
General Plant

Total Gross Plant in Service $

627

571,108

951,836

104,121

4,194,584

262,652
6,084,930 $ $

627

571,108

951,836

104,121

4,194,584

262,652
6,084,930

8
9

Accumulated Depreciation
Net Utility Plant in Service (Sum LI &LE) $

(2,307,793)
3,777,137 $

(1 ,038)
(1 ,038) $

(2,308,831 )
3,776,099

10 Advances in Aid Of Const. $ (432,749) s $ (432,749)

s $ $11
12
13

Contribution in Aid of Const.
Accumulated Amortization of CIAC

NET CIAC (L5 + LE) $

(623,732)
93,964

(529,768) $ $

(623,732)
93,964

(529,768)

14 Deferred Income Tax $ (436,962) $ $

15 $ $ $

16 $ 34,574 $

(7,460)

(10,051 ) S

(436,962)

(7,460)

24,523

17
18

Customer Deposits

Allowance for Working Capital

Net Regulatory Asset/ (Liability) $ $ $

Rounding
TOTAL RATE BASE (Sum L's 3, 4, a 7 Thru 16)

5
s 2,412,232

$
$ (18,548)

$
S 2,393,683

References:
Column (A): Company Schedule B-1
Column (B): Schedule TJC-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Oracle System - Surrebuttal
Schedule TJC-7

Page 1 of 1

OPERATING INCOME

LINE
no. DESCRIPTION

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

$ 864,595
229,443

S $ 864,595
229,443

$ (63,798) $ 800,797
229,443

1
2
3
4
5
6

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues $

56
21,015

1,115,109 $ $

56
21,015

1,115,109 $ (63,798) $

56
21,015

1,051,311

7
8

Miscellaneous
Total Operating Revenues

$
$

11,106
1,126,215

$
$

$
$

11,106
1,126,215

$
$ (63,798)

$
$

11,106
1,062,417

$ $ $ $ $
9,508 9,508 9,508

149,736 149,736 149,736

9
1 0
1 1
1 2
1 3
14
1 5
1 6
1 7
1 8
1 9
2 0

Operating Expenses
Source of Supply Expenses:

Purchased Water
Other

Pumping Expenses:
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense $

38,603
15,542

152,010
100,428

549
151,950
618,326 $

(5,288)
(5,288) $

38,603
15,542

152,010
100,428

549
146,662
613,037 $ $

38,603
15,542

152,010
100,428

549
146,662
613,037

21 Depreciation 8< Amortization Expenses $ 181,393 $ (27,957) $ 153,436 $ $ 153,436

$ $ $ $ (20,180)
(4,445)

$ 47,105
10,377
50,806
12,199

120,486

22
23
24
25
26

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes $

53,978
11 ,891
53,921
12,458

132,248 $

13,307
2,931

(3,115)
(259)

12,864 $

67,285
14,822
50,806
12,199

145,112 $ (24,625) $

27
28

Total Operating Expenses
Operating Income

$
$

931,966
194,248

$
$

(20,381 )
20,381

$
$

911 ,585
214,630

$
s

(24,625)
(39,173)

$
$

886,960
175,457

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
TJC-8, Columns (B) Thru (I)
Column (A) + Column (B)
TJC-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. VV-01445A-08-0440
Test Year Ended December 31, 2007

Oracle System - Surrebuttal
Schedule TJC-15

Page 1 of 1

COST OF CAPITAL

(A) (B) (C)

LINE

NO. DESCRIPTION

DOLLAR

AMOUNT

CAPITAL

RATIO

COST

RATE

(D)
WEIGHTED

COST
RATE

1 Short-Term Debt $ 7,300,000 4.80% 3.00% 0.14%

2 Long-Term Debt $ 75,000,000 49.35% 6.83% 3.37%

3 69,671 ,689 45.85% 8.33% 3.82%

4

Common Equity

Total Capitalization $ 151,971,689 100.00%

5 WEIGHTED AVERAGE COST OF CAPITAL 7.33%l

References:
Columns (A) Thru (D): Testimony, WAR

I
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Winkelman System - SurrebuttalArizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

TABLE OF CONTENTS TO TJC SURREBUTTAL SCHEDULES (ABBREVIATED)

SCH.
no.

PAGE
no. TITLE

WAR-1

WAR-2

WAR-3

WAR-7

WAR-8

WAR-15

1 s.  2

1

1

1

1

1

REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

COST OF CAPITAL



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Winkelman System - Surrebuttal
Schedule TJC-1

Page 1 of 1

REVENUE REQUIREMENT

COMPANY

OCRB/FVRB OCRBIFVRB

DESCRIPTION

Adjusted Original Cost/Fair Value Rate Base 325.142 $ 339758

Adjusted Operating Income (Loss) 10,198 $ 12.299

Current Rate of Return (L2 /LI ) 3.14% 3.62%

Required Operating Income (L5 X LI ) 31 24.904

Required Rate of Return on Fair Value Rate Base 7.33%

Operating Income Deficiency (LE - L2) 21.712 12.605

Gross Revenue Conversion Fodor (TJC-1, Page 2) 1.6286 1 .6286

Required Increase in Gross Revenue Requirement (Ly X LE)

Adjusted Test Year Revenue 98.722 98.722

Proposed Annual Revenue (LB + LE) 134.083 119.252

Required Percentage Increase inRevenue(LB / LE) 35.82% 20.809

Consolidated Revenue Adjustment $ (9,617)

Required Increase in Gross Revenue Under Proposed Consolidation $ 10.913

Required Revenue Under Proposed Consolidation 109.635

Required Percentage Increase in Revenue Under Proposed Consolidation 11.05%

Rate of Return onCommon Equity 12.40%

References
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule TJC-2, TJC-7, and TJC-13
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Winkelman System - Surrebuttal
Schedule TJC-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - LE)
Revenue Conversion Factor(L1 /Ls)

1 .0000
0.3860
0.6140

5
6
7
8
9
10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - L6)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X L8)
Combined Federal And State Income Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31 .6309%
38.5989%

11
12
13

$ 24,904
12,299

Required Operating Income (Sch. TJC-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. TJC-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12) $ 12,605

14
15
16

$

17

Income Taxes On Recommended Revenue (Col. (D), L31) 8,159
Income Taxes On Test Year Revenue (Col. (D), L32) 235
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

Total Required Increase In Revenue (L13 + L16)

$

$

7,924

20,529

RUCO
Recommended
$ 119,252

86,188
11,926
21 ,138

6.9680%
$

$
19,665

1 ,473

$
$
$
$
$
$ 6,686

18
19
20
21
22
23
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX'
Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)

Operating Expense Excluding Income Tax (TJC-7, Col. (E), L27 - L22 .. L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State income Tax Rate
Arizona income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st inc, Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State income Tax (L23 + L30)

$
$

6,686
8,159

32
33

Test Year Combined lnoome Tax, RUCO as Adjusted (TJC-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See TJC-6, Col. (D), L23)

$
$

235
7,924

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

$

x

35
36
37

4 3

CALCULATION OF INTEREST SYNCHRONIZATION:
Rate Base (Sch. WAR-2, Col. (C), L17)
Weighted Avg. Cost of Debt (Sch. TJc-t6, Col. (F), LI)
Synchronized Interest (L35 X L36) $

339,758
3.51%

11 ,926
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Winkelman System - Surrebuttal
Schedule TJC-2

Page 1 of 1

RATE BASE _ ORIGINAL cosT

LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

OCRB/FVRB

(B)
RUCO

OCRBIFVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ $ $

(66,360)
2,137

(15,097)

163,932

39,948

265,881

31 ,008
487,809

1

2

3

4

5

6
7

Plant Classification

Intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission & Distribution Plant

General Plant
Total Gross Plant in Service $

2,1s7

51,263

163,932

39,948

265,881

31,008
554,169 $ (66,380) $

8
9

Accumulated Depreciation
Net Utility Plant in Service (Sum LI & LE) $

(167,152)
387,018 $

82,798
16,438 $

(84,354)
403,455

10 Advances in Aid Of Const. $ (18,649) $ $ (18,649)

$ $ $11
12
13

Contribution in Aid of Const.
Accumulated Amortization of CIAC

NET CIAC (Ls + LE) $

(1,835)
506

(1,329) $ $

(1 ,835)
506

(1 ,329)

14 Deferred Income Tax $ (42,163) $ $

15 s $ s

16 $ 266 $

(650)

(1,171) $

(42,163)

(650)

(906)

17

Customer Deposits

Allowance for Working Capital

Net Regulatory Asset/ (Liability) $ $ $

18
19

Rounding
TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16)

$
$ 325,142

$
$ 14,616

$
$ 339,758

References:
Column (A): Company Schedule B-1
Column (B): Schedule TJC-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Winkelman System - Surrebuttal
Schedule TJC-7

Page 1 of 1

OPERATING INCOME

LINE
no. DESCRIPTION

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROPD

CHANGES

(E)
RUCO

AS
RECOMM'D

1
2
3
4
5
6

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues

$ 44,901
50,096
1 ,774

$ $ 44,901
50,096
1 ,774

$ 20,529 $ 65,430
50,096
1,774

$
749

97,519 $ $
749

97,519 $ 20,529 $
749

118,048

7
8

Miscellaneous
Total Operating Revenues

$
s

1,203
98,722

$
$

$
$

1 ,203
98,722

$
$ 20,529

$
$

1,203
119,252

$ $ $ $ $
897 897 897

g
10
11
12
13
14
15
16
17
18
19
20

7,310 7,310 7,310

Operating Expenses
Source of Supply Expenses:

Purchased Water
Other

Pumping Expenses:
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission 8= Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative 8< General Expenses

Total Operations & Maintenance Expense $

4,150
1,372

16,618
11,332

58
16,116
57,855 $

(506)
(506) $

4,150
1,372

16,618
11,332

58
15,611
57,349 $ $

4,150
1,372

16,618
11,332

58
15,611
57,349

21 Depreciation & Amortization Expenses $ 19.928 $ (2,269) $ 17,660 $ $ 17,660

22
23
24
25
26

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes

$ (959)
(211 )

10,675
1,235

10,741

$ 1,151
254
(706)
(25)
674

$ $ 6,494
1 ,430

$

$ $ $

192
42

9,969
1,210

11,414 $ 7,924 $

6,686
1,473
9,969
1 ,210

19,338

27
28

Total Operating Expenses
Operating Income

$
s

88,524
10,198

$
$

(2,101)
2,101

s
$

86,423
12,299

$
$

7,924
12,605

$
$

94,347
24,904

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
TJC-8, Columns (B) Thru (I)
Column (A) + Column (B)
TJC-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Winkelman System - Surrebuttal
Schedule TJC-15

Page 1 of 1

COST OF CAPITAL

WEIGHTED
CAPITAL

DESCRIPTION

DOLLAR

AMOUNT

Short-Term Debt $ 7,300,000 4.80% 3.00%

Long-Term Debt $ 75,000,000 49.35%

69.671.689 45.85%Common Equity

Total Capitalization $ 151,971,689 100.00%

WEIGHTED AVERAGE COST OF CAPITAL 7.33%l

References
Columns (A) Thru (D): Testimony, WAR
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Arizona Water Company
Docket No. W-01445A-08-0_40
Test Year Ended December 31, 2007

Miami System - Surrebuttal

Schedule TJC-1

Page 1 of 1

REVENUE REQUIREMENT

LINE

no . DESCRIPTION

(A)
COMPANY

OCRB/FVRB

COST

(B)
RUCO

OCRBIFVRB

COST

1 Adjusted Original CosVFair Value Rate Base $ 7,863,611 $8 7,426,481

2 Adjusted Operating Income (Loss) $ 143,848 $ 159.794

3 Current Rate of Return (L2/ LI ) 1,BB% 2.15%

4 Required Operating Income(LE X L1 ) $ 752,127 $ 544,361

5 Required Rate of Return on FairValueRate Base 9.81% 7.33%

G Operating Income Deficiency (LE - LE) s 608,279 $ 384,567

7 Gross Revenue Conversion Factor (TJC-1, Page 2) 1,6285 1 6286

8 Required Increase in GrossRevenueRequirement(L7 XLE) $ 990,665 I

9 Adjusted Test Year Revenue $ 1,850,577 $ 1 ,850,677

10 Proposed Annual Revenue (L8 + LE) $ 2,841,341 $ 2,476,995

11 Required Percentage Increase in Revenue (LB / LE) 53.53% 33.84%

12 Consolidated Revenue Adjustment $ (937,341) $ (360,458)

13 Required Increase in Gross Revenue Under Proposed Consolidation $ 53,500 $ 265,861

14 Required Revenue Under Proposed Consolidation $ 1 ,904,272 $ 2,116,537

15 Required Percentage Increase in Revenue Under Proposed Consolidation 2.89% 14.37%

LG Rate of Return on Common Equity 1240% 8.33%

References:
Column (A): Company Schedules A-1 and C~1
Column (B): RUCO Schedule TJC-2, TJC-7, and TJC-13

I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Miami System - Surrebuttal
Schedule TJC-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - LE)
Revenue Conversion Factor(LI /LE)

1 .0000
0.3860
0.6140

5
6
7
8
g

10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State lnoome Tax Rate
Federal Taxable income (L5 - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal lnoome Tax Rate (L7 X LB)
Combined Federal And State lnoome Tax Rate (Le + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31 .6309%
38.5989%

$ 544,361
159,794

11
12
1 3

Required Operating Income (Sch. TJC-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. TJc-t, Pg 1, C (B), LE)
Required Increase In Operating Income (L11 - L12) $ 384,567

Income Taxes On Recommended Revenue (Col. (D), L31)
Income Taxes On Test Year Revenue (Col. (D), L32)
Required Increase In Revenue To Provide For Income Taxes (L14

$ 178,338
(63,414)

-15)

14
15
1 6

17 Total Required Increase In Revenue (L13 + L16)

$

$

241,752

626,319

L22-L23)

RUCO
Recommended
$ 2,476,995

1,754,296
260,669
462,030
6.9680%

$

$ 32,194

$
as
$
$
$
$

429,836
7,500
6,250
8,500

91,650
32,244

1 8
19
20
21
22
2 3
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX
Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)

Operating Expense Excluding Income Tax (TJC-7, Col. (E), L27 -
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 .. $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

146,144
178,338

32
33

Test Year Combined Income Tax, RUCO as Adjusted (TJC-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See TJC-6, Col. (D), L23)

$
$

(63,414)
241,752

34
34.00%

35

Applicable Federal Income Tax Rate (Col. (D), L30 l Col. (C), L24)

CALCULATION OF INTEREST SYNCHRONIZATIONs
Rate Base (Sch. TJC-2, Col. (C), L17) $ 7,426,481

3.51%
260,669$
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Miami System - Surrebuttal
Schedule TJC-2

Page 1 of 1

RATE BASE - ORIGINAL COST

LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

OCRB/FVRB

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ s $

(77,542)
(201 ,695)

1

2

3

4

5

6
7

Plant Classification

Intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission & Distribution Plant

General Plant
Total Gross Plant in Service s

2,557

4,436,512

1,646,392

86,137

5,281,481

848,882
12,301,961 $ (279,237) $

2,557

4,358,970

1,444,697

86,137

5,281,481

848,882
12,022,724

8
9

Accumulated Depreciation
Net Utility Plant In Service (Sum L1 & LE) $

(2,957,804)
9,344,157 $

101 ,814
(177,424) $

(2,855,990)
9,166,733

10 Advances In Aid Of Const, $ (12,005) $ $ (12,005)

$ $ $11
12
13

Contribution In Aid Of Const.
Accumulated Amortization Of CIAC

NET CIAC (L5 + LE) $

(324,169)
62,181

(261,988) $ $

(324,169)
62,181

(261,988)

14 Deferred Income Tax $ (954,417) $ $

15 $ $ $

16 s 79,865 $

(31,336)

(28,370) s

(954,417)

(31,335)

51,494

17

Customer Deposits

Allowance For Working Capital

Net Regulatory Asset / (Liability) $ (532,000) $ $ (532,000)

18
19

Rounding
TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16)

S
$ 7,663,611

$
$ (205,794)

$
s 7,426,481

References:
Column (A): Company Schedule B-1
Column (B): Schedule TJC-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Miami System - Surrebuttal
Schedule TJC-7

Page 1 of 1

OPERATING INCOME

DESCRIPTION

COMPANY
AS

FILED
TEST YEAR

ADJM'TS
TEST YEAR
AS ADJ'TED

PROP'D
CHANGES RECOMM'D

$ 1,223,975
491.044
98.160

$ $ 1 ,223,975
491 .044
98.160

$ 626,319 $ 1,850,293
491 .044
98.160

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues $
16.285

1 ,830,337 $ $ 1,830,337 $ 626,319 $
16.285

2,456,655

Miscellaneous
Total Operating Revenues $

20.340
1 ,850,677

$
$ $

20.340
1 ,850,G77

$
$ 626,319 $

20.340
2,476,995

199.919 199.919 199.919

106.061
10.374

353.495
226.344

106.061
10.374

353.495
226.344

106.061
10.374

353.495
226.344

2
383.205

1,291 ,49420

Operating Expenses
Source of Supply Expenses

Purchased Water
Other

Pumping Expenses
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative 8i General Expenses

Total Operations & Maintenance Expense $
394.754

1,303,044 $
(11 ,549)
(11549) $

383.205
1,291 ,494 $ SB

21 Depreciation & Amortization Expenses $ 355,564 $ (18,626) $ 336,938 $ $ 336,938

22
23
24

$ $ 20,355 $ $ 198,110
43.642

$ 146,144
32.194
97.530
28.333

304,20226

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes

(72,321 )
(15,932)
107.575
28.899
48.221 $

(10,045)
(566)

14.229 $

(51 ,966)
(11 ,448>
97.530
28.333
62.450 $ 241,752 $

27
28

Total Operating Expenses
Operating Income

$ 1,706,829 $ (15,946)
15.946

$
$

1 ,690,882
159,794

$
$

241 ,752
384,567

$
$

1 ,932,634
544,361

References
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
TJC-8, Columns (B) Thru (I)
Column (A) + Column (B)
TJc-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Miami System .. Surrebuttal
Schedule TJC~15

Page 1 of 1

COS II' OF CAPITAL

(B) (C)

LINE
NO. DESCRIPTION

DOLLAR
AMOUNT

CAPITAL
RATIO

COST
RATE

(D)
WEIGHTED

COST
RATE

1 Short-Term Debt $ 7,300,000 4.80% 3.00% 0.14%

2 Long-Term Debt $ 75,000,000 49.35% 6.83% 3.37%

3 Common Equity 69,671 ,689 45.85% 8.33% 3.82%

4 Total Capitalization $ 151,971,689 100.00%

5 WEIGHTED AVERAGE COST OF CAPITAL

(A)

7.33%l

References:
Columns (A) Thru (D): Testimony, WAR

l
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Casa Grande System - Surrebuttal

TABLE OF CONTENTS TO TJC SURREBUTTAL SCHEDULES (ABBREVIATED)

TITLE

1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

COST OF CAPITALWAR-15



3,487,828$$ 5,527,254
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1

Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Casa Grande System - Surrebuttal

Schedule TJC-1

Page 1 of 1

REVENUE REQUIREMENT

LINE

no . DESCRIPTION

(A)
COMPANY
OCRB/FVRB

COST

(B)
RUCO

OCRB/FVRB
COST

1 Adjusted Original CosVFair Value Rate Base $ 41,274,515 $ 39,870,486

2 Adjusted Operating Income (Loss) $ 856,994 $ 780,941

3 CurrentRate of Return(L2 /LI ) 1.59% 1.96%

4 Required Operating Income (Ls X L1) $ 4,050,790 $ 2,922,507

5 Required Rate of Return on Fair Value Rate Base 9.81% 7.33%

6 Operaijng Income Deficiency (L4 - L2) $ 3,393,796 $ 2,141 ,566

7 Gross Revenue Conversion Factor (TJC-1, Page 2) 1 .6286 1 .6286

8 Required Increase inGross Revenue Requirement (L7 X Le)

9 Adjusted Test Year Revenue $ 10,934,895 $ 10,934,895

10 Proposed Annual Revenue (L8 + LE) $ 16,462,148 $ 14,422,723

11 Required Percentage Increase in Revenue (Le /LE) 50.55% 3190%

12 Consolidated Revenue Adjustment $ (146,842) $ 137,287

13 Required Increase in Gross Revenue Under Proposed Consolidation $ 5,380,398 $ 3,625,115

14 Required Revenue Under Proposed Consolidation $ 16,315,353 $ 14,560,010

15 Required Percentage Increase in Revenue Under Proposed Consolidation 49.20% 33.15%

16 Rate of Return on Common Equity 12.40% 8.33%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule TJC-2, TJC-7, and TJC-15
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Casa Grande System - Surrebuttal

Schedule TJC-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)
Revenue Conversion Factor(L1 /LE)

1.0000
0.3860
0.6140

5
6
7
8
9

10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X LB)
Combined Federal And State Income Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31 .6309%
38.5989%

$ 2,922,507
780,941

11
12
13

Required Operating Income (Sch. TJC-1, Pg 1, C (B), LE)
Adj'd T.Y. Oper'g Inc, (Loss) (Sch. TJC-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12) $ 2,141,566

Income Taxes On Recommended Revenue (Col. (D), L31) 957,444
lnoome Taxes On Test Year Revenue (Col. (D), L32) (388,819)
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$14
15
16

17 Total Required Increase In Revenue (L13 + L16)

$

fs

1,346,263

3,487,828

RUCO
Recommended
$ 14,422,723

10,542,772
1 ,399,454
2,480,496

6.9680°/0
$

$ 172,841

$
$
$
$
$
$

2,307,655
7,500
6,250
8,500

91 ,650
670,703

1 8
1 9
20
21
22
2 3
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX

Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)
Operating Expense Excluding Income Tax (TJC-7, Col. (E), L27 - L22 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona income Tax (L21 X L22)
Fed. Taxable income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

784,603
957,444

32
33

Test Year Combined Income Tax, RUCO as Adjusted (TJC-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See TJC-6, Col. (D), L23)

$
$

(388,819)
1,346,263

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

$

v
1

35
36
37

I 9

CALCULATION OF INTEREST SYNCHRONIZATIONs
Rate Base (Sch. WAR-2, Col. (C), L17)
Weighted Avg. Cost of Debt (Sch. TJC-16, Col. (F), LI)
Synchronized Interest (L35 X L36) $

39,870,486
3.51 %

1 ,399,454
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Arizona Water Company
Docket No. W-01445A~08-0440
Test Year Ended December 31 , 2007

Casa Grande System - Surrebuttal
Schedule TJC-2

Page 1 of 1

RATE BASE - ORIGINAL COST

UNE
no. DESCRIPTION

(A)
COMPANY
AS FILED

OCRB/FVRB

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ $ (822,694)
(896,925)

$1

2

3

4

5

6
7

Plant Classification

Intangible Plan!

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission & Distribution Plant

General Plant
Total Gross plant in Service $

1 ,975,834
6,113,706
5,577,501
7,112,797

80,496,004
3,245,256

104,521 ,097 $ (1,719,619) $

1,153,140
5,216,781
5,577,501
7,112,797

80,496,004
3,245,256

102,801,478

8
g

Accumulated Depreciation
Net Utility Plant in Service (Sum L1 &L2) $

(17,639,046)
86,882,051 $

674,867
(1 ,044,752) $

(16,964,179)
85,837,300

10 Advances in Aid Of Const. $ (29,671 ,663) $ $ (29,671 ,663)

$ $ $11
12
13

Contribution in Aid of Const.
Accumulated Amortization of CIAC

NET CIAC (Ls + LE) $

(14,050,085)
2,242,757

(11 ,807,328) $ $

(14,050,085)
2,242,757

(11 ,807,328>

14 Deferred Income Tax $ (5,088,308) $ $

15 $ $ $

16 $ 383,959 $ $

(5,088,308)

(252,738)

291,709

17

Customer Deposits

Allowance for Working Capital

Net Regulatory Asset / (Liability) $ 575,803 $

(252,738)

(92,250)

(14,289) $ 561,514

18
19

Rounding
TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16)

$
$ 41,274,515

$
$

- $
(1,404,029) $ 39,870,486

References:
Column (A): Company Schedule B-1
Column (B): Schedule TJC-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 . 2007

Casa Grande System - Surrebuttal
Schedule TJC-7

Page 1 of 1

OPERATING INCOME

(E)
RUCO

LINE

(A)
COMPANY

AS
FILED

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGESDESCRIPTION

(B)
RUCO

TEST YEAR
ADJM'TS RECOMM'D

$ $ 3,487,828
2
3
4
5
6

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues

$ 6,578,320
2,217,689
1,085,224

13,268
450,711

$ 10,345,212 $

$ 6,578,320
2,217,689
1,085,224

13,268
450,711

$ 10,345,212 $ 3,487,828

$ 10,066,148
2,217,689
1,085,224

13,268
450,711

$ 13,833,040

7
8

Miscellaneous
Total Operating Revenues

$ 589,682
$ 10,934,895

$
$

$ 589,682
$ 10,934,895

$
$ 3,487,828

s 589,682
$ 14,422,723

g
10
11
12
13
14
15
16
17
18
19
20

$ 374,207
76,178

$ $ 374,207
76,178

$ $ 374,207
76,178

Operating Expenses
Source of Supply Expenses:

Purchased Water
Other

Pumping Expenses:
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense $

1 ,387,878
509

537,890
531,617

1 ,887,995
909,384

4,312
1 ,761 ,682
7,471 ,653 $

(60,564)
(60,564) $

1 ,387,878
509

537,890
531 ,617

1 ,887,995
909,384

4,312
1 ,701 ,118
7,411 ,089 $ $

1,387,878
509

537,890
531,617

1 ,88l7,995
909,384

4,312
1 ,701 ,118
7,411 ,089

21 Depreciation & Amortization Expenses $ 2,329,760 $ (152,308) $ 2,177,452 $ s 2,177,452

22
23
24
25
2G

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes

$ $ $ $ 1,103,231
243,032

$

$

(450,160)
(99,166)
806,467
219,346
476,487 $

131,532
28,975

(66,879)
(4,703)
88,925 $

(318,628)
(70,191)
739,588
214,643
565,412 $ 1,346,263 $

784,603
172,841
739,588
214,643

1 ,Q11 ,675

27
28

Total Operating Expenses
Operating Income

$ 10,277,900
$ 656,994

$
$

(123,947)
123,947

$ 10,153,954
$ 780,941

$
$

1 ,346,263
2,141,566

$ 11,500,216
$ 2,922,507

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
TJC-8, Columns (B) Thru (I)
Column (A) + Column (B)
TJC-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Casa Grande System - Surrebuttal
Schedule TJC-15

Page 1 of 1

COST OF CAPITAL

(A) (C)

LINE DOLLAR

AMOUNT

CAPITAL

RATIO

COST

RATE

(D)
WEIGHTED

COST
RATEDESCRIPTION

Short-Term Debt $ 7,300,000 4.80% 3.00% 0.14%

Long-Term Debt s 75,000,000 49.35% 6.83% 3.37%

69.671 .689 45.85% 8.33% 3.82%Common Equity

Total Capitalization $ 1511971,689 100.00%

WEiGHTED AVERAGE COST OF CAPITAL 7.33% I

References.
Columns (A) Thru (D): Testimony, WAR

(B)





Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Stanfield System - Surrebuttal

TABLE OF CONTENTS TO TJC SURREBUTTAL SCHEDULES (ABBREVIATED)

SCH PAGE
TITLE

WAR»1

WAR-2

wAR-3

WAR-7

WAR-B

wAR-15

1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

COST OF CAPITAL



182,279$ $ 143,784

4

Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Stanfield System - Surrebuttal

Schedule TJC-1

Page 1 of 1

REVENUE REQUIREMENT

LINE

no. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB
COST

1 Adjusted Original Cost/Fair Value Rate Base $ 823,590 s 781 ,962

2 Adjusted Operating Income (Loss) $ (31 ,092) $ (30,967)

3 CurrentRate of Return(L2 /L1 ) -3.78% -3.96%

4 Required Operating Income (L5x L1) $ 80,829 $ 57,318

5 Required Rate of Return on Fair Value Rate Base 9.81% 7.33%

6 Operating Income Deficiency (L4 - L2) $ 111,922 $ 88 v285

7 Gross Revenue Conversion Factor (TJc-1, Page 2) 1.6286 1 .6286

8 Required Increase in Gross RevenueRequirement (L7 X Le)

9 Adjusted Test Year Revenue $ 131,926 $ 131,926

10 Proposed Annual Revenue (LB + LE) $ 314,205 $ 275,710

11 Required Percentage Increase inRevenue (L8 / LQ) 138.17% 108.99%

12 Consolidated Revenue Adjustment $ (174,589) $ (120,609)

13 Required Increase in Gross Revenue Under Proposed Consolidation $ 7,690 s 23,175

14 Required Revenue Under Proposed Consolidation $ 139,862 $ 155,101

15 Required Percentage Increase in Revenue Under Proposed Consolidation 5.85% 17.57%

16 Rate of Return on Common Equity 1240% 833%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule TJC-2, TJC-7, and TJC-15
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Stanfield System - Surrebuttal
Schedule TJC-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)
Revenue Conversion Factor(LI ILL)

1.0000
0.3860
0.6140

V

5
6
7
8
9

10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable income (L5 - L6)
Applicable Federal income Tax Rate (Col. (D), L34)
Effective Federal income Tax Rate (L7 X L8)
Combined Federal And State lnoome Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31 .6309%
38.5989%

11
12
13

$ 57,318
(30,967)

Required Operating Income (Sch. TJC-1, Pg 1, C (B), L4)
Adj'd T.Y. 0per'g Inc. (Loss) (Sch. TJC-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12) $ 88,285

14
15
16

17

Income Taxes On Recommended Revenue (Col. (D), L31) 18,778
Income Taxes On Test Year Revenue (Col. (D), L32) (36,721 )
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$

Total Required Increase In Revenue (L13 + L16)

$

$

55,499

143,784

RUCO
Recommended
$ 275,710

199,614
27,447
48,649

5.96-8%
$

$
45,259

3,390

$
$
$
$
$
$ 15,388

18
19
20
21
22
23
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX

Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)
Operating Expense Excluding Income Tax (TJC-7, Col. (E), L27 - L22 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

15,388
18,778

32
33

Test Year Combined Income Tax, RUCO as Adjusted (TJC-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 .. L32) (See TJC-6, Col. (D). L23)

$
$

(36,721 )
55,499

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

$35
36
37

CALCULATION OF INTEREST SYNCHRONIZATIONs
Rate Base (Sch. WAR-2, Col. (C), L17)
Weighted Avg. Cost of Debt (Sch. TJC-16, Col. (F), L1)
Synchronized Interest (L35 X L36) $

781 ,962
3.51%

27,447
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Stanfield System - Surrebuttal
Schedule TJC-2

Page 1 of 1
I

RATE BASE - ORIGINAL COST

DESCRIPTION

(A)
COMPANY
AS FILED

OCRB/FVRB

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ $ $

(2,500)
(35,041)
(5,100)

7

Plant Classification
Intangible Plant
Source of Supply Plant
Pumping Plant
Water Treatment Plant
Transmission & Distribution Plant
General Plant

Total Gross Plant in Service $

1 ,223
172,909
428,386
32,783

438,789
106,655

1,180,745 $ (42,541) $

1,223
172,909
425,886
(2,258)

433,689
106,655

1 ,138,104

Accumulated Depreciation
Net Utility Plant in Service (Sum L1 & L2) $

(260,401 )
920,344 $

7,385
(35,256) $

(253,016)
885,088

Advances in Aid Of Const. $ (15,715) $ $ (15,715)

$ $ $Contribution in Aid of Const.
Accumulated Amortization of CIAC

NET CIAC (L5 + LE) s

(49,164)
12,246
(36,918) $ $

(49,164)
12,246
(36,918)

Deferred Income Tax $ (51 ,746) $ s

$ $ $

$ 7,625 $

(2,635)

(3,738) $

(51 ,746)

(2,635)

3,887

Customer Deposits

Allowance for Working Capital

Net Regulatory Asset / (Liability) s $ $

19
Rounding

TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16)
$
$ 823,590

$
$ (41 ,628)

s
$ 781 ,962

References:
Column (A): Company Schedule B-1
Column (B): Schedule TJC-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Stanfield System - Surrebuttal
Schedule TJC-7

Page 1 of 1

OPERATING INCOME

LINE
no. DESCRIPTION

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

$ 88,841
22,651

$ $ 88,841
22,651

143,784 $ 232,624
22,651

1
2
3
4
5
6

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues $
19,498

130,990 $ $
19,498

130,990

$
s
$
$
$
$ 143,784 $

19,498
274,774

7
8

Miscellaneous
Total Operating Revenues

$
$

936
131,926

$
$

$
$

936
131,926

$
$ 143,784

$
$

936
275,710

$ $ $ $ $
378 378 378

20,599 20,599 20,599

9
10
11
12
13
14
15
16
17
18
19
20

Operating Expenses
Source of Supply Expenses:

Purchased Water
Other

Pumping Expenses:
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative 8< General Expenses

Total Operations 8< Maintenance Expense $

4,831
62,986
25,008
8,718

43
17,560

140,124 $
(627)
(627) $

4,831
62,986
25,008
8,718

43
16,934

139,498 $ $

4,831
62,986
25,008
8,718

43
16,934

139,498

21 Depreciation & Amortization Expenses $ 46,067 $ (1 ,478) $ 44,589 $ $ 44,589

$ $ 1 ,661
366

$ $ 45,480
10,019

$ 15,388
3,390

14,053
1 ,474

34,305

22
23
24
25
26

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes $

(31 ,753)
(6,995)
14,053
1,522

(23,173) $
(48)

1,919 $

(30,092)
(6,629)
14,053
1 ,474

(21 ,194) $ 55,499 $

27
28

Total Operating Expenses
Operating Income

$
$

163,018
(31 ,092)

$
$

(125)
125

$
$

162,893
(30,967)

$
$

55,499
88,285

$
$

218,392
57,318

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
TJC-8, Columns (B) Thru (I)
Column (A) + Column (B)
TJC-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Stanfield System - Surrebuttal
Schedule TJC-15

Page 1 of 1

COST OF CAPITAL

WEIGHTED
CAPITAL

DESCRIPTION

DOLLAR

AMOUNT

Short-Term Debt $ 7,300,000

Long-Term Debt $ 75,000,000 49.35%

69.671.689 45.85%Common Equity

Total Capitalization $ 151,971,689 100.00%

WEIGHTED AVERAGE COST OF CAPITAL

References
Columns (A) Thru (D): Testimony, WAR
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Arizona Water Company
Docket Nos. W-01445A-08-0440
Test Year Ended December 31. 2007

White Tank System - Surrebuttal

TABLE OF CONTENTS TO TJC SURREBUTTAL SCHEDULES (ABBREVIATED)

1 & 2

TITLE

REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

COST OF CAPITALwAR-15



Arizona Water Company
Docket Nos. W-01445A-08-0440
Test Year Ended December 31. 2007

White Tank System - Surrebuttal
Schedule TJC-1

Page 1 of 1

REVENUE REQUIREMENT

COMPANY

OCRB/FVRB OCRB/FVRB

DESCRIPTION

Adjusted Original Cos1JFair Value Rate Base 4.415.017 4.334.611

Adjusted Operating Income (Loss) 130.059 131.942

Current Rate of Return(L2 /L1 ) 2.95%

RequiredOperating Income (L5 X L1) 433.301 317.727

Required Rate of Return on Fair Value Rate Base 981%

Operating Income Deficiency (L4 - LE) 303.233 185.785

Gross Revenue Conversion Factor (TJC-1, Page 2) 1 .6286 1 .6286

Required Increase in Gross Revenue Requirement (L7XLE) 493.B55

Adjusted Test Year Revenue 1.244.735 1 .2-44.735

Proposed Annual Revenue (Le + LE) 1 .739.054 1.547.311

Required Percentage Increase in Revenue (L8/ LE) 39.68% 24.31%

Consolidated Revenue Adjustment 10.210

Required Increase in Gross Revenue Under Proposed Consolidation 312.786

Required Revenue Under Proposed Consolidation 1 .557521

Required Percentage Increase in Revenue Under Proposed Consolidation 25.13%

Rate of Return on Common Equity 12.40% 833%

References
Column (A); Company Schedules A-1 and C-1
Column (B): RUCO Schedule TJC-2, TJC-7, and TJC-15
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Arizona Water Company
Docket Nos. W-01445A-08-0440
Test Year Ended December 31, 2007

White Tank System - Surrebuttal
Schedule TJC-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (L1 - L2)
Revenue Conversion Factor(LI /LE)

1 .0000
0.3860
0.6140

5
6
7
8
9

10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X L8)
Combined Federal And State Income Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31 .6309%
38.5989%

$ 317,727
131,942

11
12
13

Required Operating Income (Sch. TJC-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. TJC-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12) $ 185,785

$14
15
16

17

Income Taxes On Recommended Revenue (Col. (D), L31) 104,091
Income Taxes On Test Year Revenue (Col. (D), L32) (12,700)
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

Total Required Increase In Revenue (L13 + L16)

$

$

116,791

302,576

L23)

RUCO
Recommended
$ 1,547,311

1 ,125,493
152, 145
269,673
6.9680%

5

$
250,882

18,791

$
$
$
$
$
$ 85,300

18
19
20
21
22
23
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX
Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)

Operating Expense Excluding Income Tax (TJC-7, Col. (E), L27 - L22
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @34%
Total FederaI Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

85,300
104,091

32
33

Test Year Combined Income Tax, RUCO as Adjusted (TJC-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See TJC-6, Col. (D), L23)

$
$

(12,700)
116,791

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

$ 4,334,611
3.51%

152,145

y
I

35
36
37

CALCULATION OF INTEREST SYNCHRONIZATIONs
Rate Base (Sch. WAR-2, Col, (c). L17)
Weighted Avg. Cost of Debt (Sch. TJC-16, Col. (F), LI)
Synchronized Interest (L35 X L36) $



Arizona Water Company
Docket Nos. W-01445A-08-0440
Test Year Ended December 31. 2007

White Tank System - Surrebuttal
Schedule TJC-2

Page 1 of 1

RATE BASE - ORIGINAL COST

LINE

DESCRIPTION

(A)
COMPANY
AS FILED

OCRBlFVRB

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$

(35,104)
(904)

7

Plant Classification

intangible Plant

Source of Supply plant

Pumping Plant

Water Treatment pram

Transmission & Distribution Plant

General Plant
Total Gross Plant in Service

10,580

615.238

881.883

1.119.829

10.239.592

269.914
13.137,036 $ (36,008) $

10.580

615.238

846.779

1.118.925

10.239.592

269.914
13.101 .028

Accumulated Depreciation
Net Utility Plant in Service (Sum LI 8. LE)

(1,716,046)
11,420,990 $

27.545
(8,463) $

(1,688,502)
11.412.526

10 Advances in Aid Of Const (5,647,808) $ $ (5,647,808)

11
12
13

$ $ $Contribution in Aid of Const.
Accumulated Amortization of CIAC

NET CIAC (L5 + Le) $

(1,134,727)
175,250
(959,477) s $

(1 ,134,727)
175,250
(959,477)

14 Deferred Income Tax $ $ $

15 $ $

16

$

$

(454211 )

55,523

55,523 s

(9,530)

(71,942) $

(454,211)

45,993

(16,420)

17

Customer Deposits

Allowance for Working Capital

Net Regulatory Asset / (Liability) $ $ s

18
19

Rounding
TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16)

$
s 4,415,017

s
$ (80,406)

$
$ 4,334,611

References:
Column (A): Company Schedule B-1
Column (B): Schedule TJC-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket Nos. W-01445A-08-0440
Test Year Ended December 31, 2007

White Tank System - Surrebuttal
Schedule TJC-7

Page 1 of 1

OPERATING INCOME

DESCRIPTION

COMPANY
AS

FILED
TEST YEAR

ADJM'TS
TEST YEAR
AS ADJ'TED

PROP'D
CHANGES RECOMM'D

$ 1,057,928
119.358
18.658

$ s 1,057,928
119.358
18.658

$ 302,576 $ 1 ,3G0,504
119.358
18.658

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

TotalWater Revenues $
36.166

1,232,404 $ $
36.166

1232,404 $ 302,576 $
36.166

1 ,534,980

Miscellaneous
Total Operating Revenues s

12.331
1,244,735

$
S $

12.331
1,244,735

$
$ 302,576 $

12.331
1,547,311

$ 150,244 $ $ 150,244 $ 150.244
5

105.581 105.581 105.581

41 .276
34.975

173.577
72.619

41 .276
34.975

173.577
72.619

41 .276
34.975

173.577
72.619

20

Operating Expenses
Source of Supply Expenses

Purchased Water
Other

Pumping Expenses
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission 8t Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations gt Maintenance Expense $
146.701
730,940 $

(5,500)
(5,500) $

141.201
725,440 $ $

141 .201
725,440

Depreciation & Amortization Expenses $ 294,495 $ (3,953) $ 290,542 $ $ 290,542

22
23
24

$ (17,350)
(3,822)
53.436

$ 6,943 $ $ 95.707
21.083

$

26

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes 89.231 $

(473)
(420)

7.579 $

(10,408)
(2,293)
52.963
56.547
96,811 $ 116,791 $

85.300
18.791
52.963
56.547

213,601

27
28

Total Operating Expenses
Operating Income

$
$

1 ,114,666
130,069

$
$

(1 ,873)
1 .873

$
$

1,112,793
131,942

$
$

116,791
185,785

$
$

1,229,584
317,727

References
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
TJC-8, Columns (B) Thru (I)
Column (A) + Column (B)
TJC-1
Column (C) + Column (D)
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Arizona Water Company
Docket Nos. W-01445A~08-0440
Test Year Ended December 31. 2007

White Tank System - Surrebuttal
Schedule TJC-15

Page 1 of 1

COST OF CAPITAL

WEIGHTED
DOLLAR

AMOUNT

CAPITAL

DESCRIPTION

Short-Term Debt $ 7,300,000 4.80% 3.00%

Long-Term Debt $ 75,000,000 49.35%

69.671 .689 45.85%Common Equity

Total Capitalization $ 151,971,689 100.00%

WEIGHTED AVERAGE COST OF CAPITAL

References
Columns (A) Thru (D): Testimony, WAR





Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Ajo System .. Surrebuttal

TABLE OF CONTENTS TO TJC SURREBUTTAL SCHEDULES (ABBREVIATED)

TITLE

1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

COST OF CAPITALWAR-15



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Ajo System - Surrebuttal
Schedule TJC-1

Page 1 of 1

REVENUE REQUIREMENT

COMPANY

OCRB/FVRB OCRB/FVRB

DESCRIPTION

Adjusted Original Cost/Fair Value Rate Base 1123.706 1 .097.935

Adjusted Operating Income (Loss) 49.548 51.013

Current Rate of Return (L2 / L1 ) 4.41% 4.65%

Required Operating Income (Ls XL1) 110.284 80.479

Required Rate of Return on Fair Value Rate Base 9.81% 7.33%

Operating Income Deficiency (L4 - L2) 60.735 29

Gross Revenue Conversion Factor (TJC-1, Page 2) 1 .6286 1 .6286

Required Increase inGross Revenue Requirement (L7X LE) 98.916

Adjusted Test Year Revenue 470.994 470.994

Proposed Annual Revenue (L8 + LE) 559.955 518.982

Required Percentage Increase in Revenue (L8 /LE) 20.99% 10.19%

Consolidated Revenue Adjustment

Required lncease in Gross Revenue Under Proposed Consolidation 51 .665

Required Revenue Under proposed Consolidation 522.659

Required Percentage Increase in Revenue Under Proposed Consolidation 10.97%

Rate of Return on Common Equity 12.40% 8.33%

References
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule TJC-2, TJC-7, and TJC-15
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ArizonaWater Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Ajo System - Surrebuttal
Schedule TJC-t

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (L1 - LE)
Revenue Conversion Factor (LI /LE)

1 .0000
0.3860
0.6140

1.6286 I

5
6
7
8
g

1 0

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (LE - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal income Tax Rate (L7 X LB)
Combined Federaf And State Income Tax Rate (L6 + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31 .6309%
38.5989%

$ 80,479
51,013

11
12
13

Required Operating Income (Sch. TJC-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. TJC-1, Pg 1, C (B), LE)
Required Increase In Operating Income (L11 - L12) $ 29,466

Income Taxes On Recommended Revenue (Col. (D), L31 )
Income Taxes On Test Year Revenue (Col. (D), L32)
Required Increase In Revenue To Provide For Income Taxes (L14 -

$ 26,366
7,843

L15)

14
15
1 6

17 Total Required Increase In Revenue (L13 + L16)

$

$

18,523

47,989

L22 - L23)

RUCO
Recommended
$ 518,982

412,138
38,538
68,307

6.9680%
$

$
63,547

4,760

$
$
$
$
$
$ 21,606

1 8
19
20
21
22
23
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX

Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)
Operating Expense Excluding Income Tax (TJC-7, Col. (E), L27
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

21 ,606
26,366

32
33

Test Year Combined Income Tax, RUCO as Adjusted (TJC-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See TJC-6, Col. (D), L23)

$
$

7,843
18,523

34 Applicable Federal lnoome Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

$

I

35
36
37

CALCULATION OF INTEREST SYNCHRONIZATIONs
Rate Base (Sch. WAR-2, Col. (c), L17)
Weighted Avg. Cost of Debt (Sch. TJC-16, Col. (F), LI )
Synchronized Interest (L35 X L36)

I

$

1,097,935
3.51%

38,538
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Ajo System - Surrebuttal
Schedule TJC-2

Page 1 of 1

RATE BASE - ORIGINAL COST

LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

OCRBIFVRB

(B)
RUCO

OCRBIFVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ $ $1

2

3

4

5

6
7

Plant Classification

Intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission 8- Distribution Plant

General Plant
Total Gross Plant in Service $

3,702

9,477

89,231

4,306

1,916,378

184,119
2,207,212 $ $

3,702

9,477

89,231

4,306

1,916,378

184,119
2,207,212

8
g

Accumulated Depreciation
Net Utility Plant in Service (Sum LI & LE) $

(812,825)
1,394,387 $

(13)
(13) $

(812,838)
1,394,375

10 Advances in Aid Of Const. $ (87,953) $ $ (87,953)

$ $ $11
12
13

Contribution in Aid of Const.
Accumulated Amortization of CIAC

NET CIAC (L5 + L6) $

(65,554)
15,854
(49,700) $ $

(65,554)
15,854

(49,700)

14 Deferred Income Tax $ (155,237) $ $

15 $ $ $

16 $ 22,208 $

(4,600)

(21 ,159) $

(155,237)

(4,600)

1,050

17

Customer Deposits

Allowance for Working Capital

Net Regulatory Asset/ (Liability) $ s $

18
19

Rounding
TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16)

$
$ 1,123,706

$
$ (25,771 )

$
s 1,097,935

References:
Column (A): Company Schedule B-1
Column (B): Schedule TJC-3
Column (C); Column (A) + Column (B)
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Arizona Water Company
Docket No. W-D1445A-08-0440
Test Year Ended December 31. 2007

Ajo System - Surrebuttal
Schedule TJC-7

Page 1 of 1

OPERATING INCOME

DESCRIPTION

COMPANY
AS

FILED
TEST YEAR

ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

$ 360,038
106.351

$ $ 350,038
106,351

$ 47,989 $ 408,027
106,351

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues $ 467,325 $ $

124
812

467,325 $ 47,989 $

124
812

515,314

Miscellaneous
Total Operating Revenues $

3,669
470,994

$
$

$
$

3,669
470,994

$
$ 47,989

$
$

3,669
518,982

$ 159,092
71

$ $ 159,092
71

$ $ 159,092
71

3 3,297 3,297

16.314

66
29.076

16,314
4,904

66,320
29,076

133
53,644

332,85120

Operating Expenses
Source of Supply Expenses

Purchased Water
Other

Pumping Expenses
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission 8 Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense s 334,732 $
(1 ,880)
(1,880) $

18,314
4,904

66,320
29,076

133
53,644

332,851 $ $

21 Depreciation & Amortization Expenses 51,154 $ (706) $ 50,448 $ $ 50,448

4,055 $ $ $ 15.179
3,344

$22
23
24 26.265

21,606
4,760

24,636
4,203

55,20526

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes $ 35,560 $

2,372
523

(1 ,630)
(143)

1,122 $

6,427
1 ,416

24,636
4.203

36,681 $ 18,523 $

27
28

Total Operating Expenses
Operating Income

$
$

421 ,445
49,548

$
$

(1 ,465)
1,465

$
$

419,981
51,013

$
$

18,523
29,466

s
$

438,504
80,479

References
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
TJC-8, Columns (B) Thru (I)
Column (A) + Column (B)
TJC-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Ajo System - Surrebuttal
Schedule TJC-15

Page 1 of 1

COST OF CAPITAL

(A) (B) (C) (0)
WEIGHTED

COST
RATE

LINE
no. DESCRIPTION

DOLLAR

AMOUNT

CAPITAL

RATIO

COST
RATE

1 Short-Term Debt $ 7,300,000 4.80% 3.00% 0.14%

2 Long-Term Debt $ 75,000,000 49.35% 6.83% 3.37%

3 69,671 ,689 45.85% 8.33% 3.82%

4

Common Equity

Total Capitalization $ 151,971,689 100.00%

5 WEIGHTED AVERAGE COST OF CAPITAL 7.33% I

References:
Columns (A) Thru (D): Testimony, WAR

I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Coolidge System .. Surrebuttal

Schedule TJC-1

Page 1 of 1

REVENUE REQUIREMENT

LINE

no . DESCRIPTION

(A)
COMPANY
OCRB/FVRB

COST

(B)
RUCO

OCRB/FVRB
COST

1 Adjusted Original Cost/Fair Value Rate Base $ 4,318,206 $ 3,433,064

2 Adjusted Operating Income (Loss) $ 276,633 $ 295,500

3 Current Rate of Return (LE /LI ) 6.41% 8.61 %

4 Required Operating Income(L5 X L1) $ 423,800 $ 251,644

5 Required Rate of Return on Fair Value Rate Base 981% 7.33%

6 Operating Income Deficiency (L4 - L2) s 147,168 $ (43,857)

7 Gross Revenue Conversion Factor (TJC-1, Page 2) 1.6286 1 .6286

8 Required Increase in Gross Revenue Requirement (L7XLE) l$ <71,427)l

9 Adjusted Test Year Revenue $ 2,214,952 $ 2,214,952

10 Proposed Annual Revenue (L8 + LE) $ 2,454,634 $ 2,143,525

11 RequiredPercentage Increase in Revenue (Le / LQ) 10.82% -3.22%

12 Consolidated Revenue Adjustment $ 321,431 $ 29,664

13 Required increase in Gross Revenue Under Proposed Consolidation s 561,113 $ (41 ,763)

14 Required Revenue Under Proposed Consolidation $ 2,776,111 $ 2,173,189

15 Required Percentage Increase in Revenue Under Proposed Consolidation 25.34% -1 .89%

16 Rate of Return on Common Equity 12.40% 8.33%

References:
Column (A): Company Schedu\es A-1 and C-1
Column (B): RUCO Schedule TJC-2, TJC-7, and TJc-15
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Coolidge System - Surrebuttal
Schedule TJC-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:

Revenue
Combined Federal And State Tax Rate (L10)

Subtotal (LI - L2)
Revenue Conversion Factor(L1 /LE)

1.0000
0.3860
0.6140

5
6
7
8
g
10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - LG)
Applicable Federal Income Tax Rate (col. (D), L34)
Effective Federal Income Tax Rate (L7 X LB)
Combined Federal And State Income Tax Rate (Le + LQ)

100.0000%
6.9680%

93.0320%
34.0000%
31 .6309%
38.5989%

11
12
13

$ 251 ,644
295,500

Required Operating Income (Sch. TJC-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. TJC-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12) $ (43,857)

14
15
16

17

Income Taxes On Recommended Revenue (Col. (D), L31 )
lnoome Taxes On Test Year Revenue (Col. (D), L32)
Required Increase in Revenue To Provide For Income Taxes (L14 -

$ 82,441
110,011

L15)

Total Required Increase In Revenue (L13 + L16)

$

as

(27,570)

(71 ,427)

L23)

Ruco
Recommended
$ 2,143,525

1 ,809,440
120,501
213,584
6.9680%

$

$
198,702

14,883

35
$
$
$
$
$ 67,559

18
19
20
21
22
23
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX
Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)

Operating Expense Excluding Income Tax (TJC-7, Col. (E), L27 - L22 -
Synchronized Interest (Col. (C), L37)

Arizona Taxable lnoome (L18 - L19 - L20)
Arizona State income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 .. $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

s
$

67,559
82,441

32
33

Test Year Combined Income Tax, RUCO as Adjusted (TJC-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See TJC-6, Col. (D), L23)

$
$

110,011
(27,570)

34 Applicable Federal Income Tax Rate (Col. (D), L30 l Col. (C), L24) 34_00%

$35
36
37

CALCULATION OF INTEREST SYNCHRONIZATIOn
Rate Base (Sch. WAR-2, Col. (C), L17)
Weighted Avg. Cost of Debt (Sch. TJC-16, Col. (F), LI)
Synchronized Interest (L35 X L36) $

3,433,064
3.51%

120,501



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Coolidge System - Surrebuttal
Schedule TJC-2

Page 1 of 1

RATE BASE _ ORIGINAL COST

DESCRIPTION

COMPANY
AS FILED

OCRB/FVRB
OCRB/FVRB

ADJUSTMENTS
ADJ'TED

OCRB/FVRB

$

Plant Classification
Intangible Plant
Source of Supply Plant
Pumping Plant
Water Treatment Plant
Transmission & Distribution Plant
General Plant

Total Gross Plant in Service

(B56,324)

7

42,011

2.098.977

1.400.953

845.417

11.910.083

762.698
17,060,139 $ (856,324) $

42.011

1.242.653

1.400.953

845.417

11.910.083

762.698
16.203.815

Accumulated Depreciation
Net Utility Plant in Service (Sum L1 & LE)

(3,207,118)
13,853,022 $

51 .770
(804,554) $

(3,155,348)
13.048.468

10 Advances in Aid Of Const (7,214,952) $ $ (7,214,952)

$Contribution in Aid of Const
Accumulated Amortization of CIAC

NET CIAC (Ls + Le)

(1,544,697)
145.424

(1,399,273) $

(1 ,544,697)
145.424

(1 ,399,273)

Deferred Income Tax (1,009,996) $

$ $

(1 ,009,996)

(69,105)

77.92289.405 $

(69,105)

(11 ,484) $

17

Customer Deposits

Allowance for Working Capital

Net Regulatory Asset / (Liability) $ $

18
19

Rounding
TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16) 4,318,206

s
$ (885,143) s 3.433.064

References
Column (A): Company Schedule B-1
Column (B): Schedule TJC-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Coolidge System - Surrebuttal
Schedule TJC-7

Page 1 of 1

OPERATING INCOME

LINE
no. DESCRIPTION

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROPD

CHANGES

(E)
RUCO

AS
RECOMM'D

1
2
3
4
5
6

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues

$ $ $ $ (71 ,427) $

$

1,458,989
609,270

8,657
1 ,673

84,784
2,163,372 $ $

1 ,458,989
609,270

8,657
1 ,673

84,784
2,163,372 $ (71 ,427) $

1 ,387,562
609,270

8,657
1 ,673

84,784
2,091,945

7
8

Miscellaneous
Total Operating Revenues

$
$

51,580
2,214,952

$
$

$
$

51,580
2,214,952

$
$ (71 ,427)

$
$

51,580
2,143,525

$ $ $ $ $g
10
11
12
13
14
15
16
17
18
19
20

10,262 10,262 10,262

Operating Expenses
Source of Supply Expenses:

Purchased Water
Other

Pumping Expenses:
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense $

192,581
878

64,710
33,911

285,973
267,290

890
378,361

1 ,234,856 $
(12,236)
(12,236) $

192,581
878

64,710
33,911

285,973
267,290

890
366,125

1 ,222,620 $ $

192,581
878

64,710
33,91 1

285,973
267,290

890
366,125

1,222,620

21 Depreciation & Amortization Expenses $ 426,056 $ (34,032) $ 392,024 $ S 392,024

22
23
24
25
26

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes

$ s $ $ (22,593)
(4,977)

$

$

60,002
13,218

151,656
52,532

277,407 $

30,150
6,642

(8,458)
(934)

27,400 $

90,151
19,860

143,197
51,598

304,807 $ (27,570) $

67,559
14,883

143,197
51 ,598

277,237

27
28

Total Operating Expenses
Operating Income

s
$

1 ,938,319
276,633

$
$

(18,868)
18,868

$
$

1 ,919,451
295,500

$
$

(27,570)
(43,857)

$
$

1,891,881
251,644

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
TJC-8, Columns (B) Thru (I)
Column (A) + Column (B)
TJC-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

(A)

COST OF CAPITAL

(B)

Coolidge System - Surrebuttal
Schedule TJC-15

Page 1 of 1

(C) (D)
WEIGHTED

COST
RATE

LINE
no. DESCRIPTION

DOLLAR

AMOUNT

CAPITAL

RATIO

COST

RATE

1 Short-Term Debt $ 7,300,000 4.80% 3.00% 0_14%

2 Long-Term Debt $ 75,000,000 49.35% 6.83% 3.37%

3 69,571,689 45.85% 8.33% 3.82%

4

Common Equity

Total Capitalization $ 151,971,689 100.00%

5 WEIGHTED AVERAGE COST OF CAPITAL 7.33%l

References:
Columns (A) Thru (D): Testimony, WAR

I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Bisbee System Hearing Schedules
Schedule TJC-11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7
TEST YEAR DEPRECIATION EXPENSE

LINE

(A)
RUCO
PLANT

VALUE

(B)
COMPANY

PROPOSED

DEP. RATESACCOUNT NAME

(C)
TEST YEAR

DEPRECIATION
EXPENSE

$ $32
18,754
24,545

307,085
4,037

750
1 ,206

538,724
7,054

33,537
683,491
171,885

16,862

959
40,189
8,875

36
1,28a

ACCOUNT

NO.
301
302
303

310. 1
310.3
310.4
314
320
321
325
328
330
331
332
340
342
343
344
345
346
348
389
390

390.1
391
393
394
395
396
397
398

0.00%
See Acct. 111
See Acct. 111

0.00%
0.00%

See Acct. 111
3.13%
0.00%
2.86%
5.88%
4.00%
0.00%
2.50%
2.86%
0.00%
2.00%
1.79%
2.00%
2.38%
4.55%
1.82%
0.00%
2.50%

See Acct 108.2
6.67%
5.00%
400%
500%
657%
657%
3.33%

7,386
96,406
1,031

32,053
10,297
5,095

Organization
Franchises
Other intangibles
Water Rights
Other Source of Supply Land
Wells - Other
Wells
Pumping Plant Land
Pumping Plant Structures & lmprm'ts
Electtric Pumping Equipment
Gas Engine Equipment
Water Treatment Plant Land
Water Treatment Structures & lmprm'ts
Water Treatment Equipment
Transmission and Distribution Land
Storage Tanks
Transmission & Distribution Mains
Fire Sprinkler Taps
Services
Meters
Hydrants
General Plant Land
General Plant Structures
Leasehold improvements
Office Furniture 8¢ Equipment
Warehouse Equipment
Tools, Shop & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Rounding
TEST YEAR GROSS PLANT AND DEPRECIATION EXPENSE

529
175

21,656
15

3,034
37

1,109
18,721

790

s

1,452
45,051

5,044
369,280

5,385,816
51,566

1,346,780
226,315
279,943

2,384
21,174
73,769

324,678
293

75,839
740

16,632
280,671
23,709

(1)
10,320,281 s 266,501

AMORTIZATION OF CONTRIBUTIONS (452,659) 2.00%
Rounding

TOTAL DEPRECIATION EXPENSE s

(9,053)

257,447

Company As Filed
Difference s

$RUCO Adjustment (See TJC-B, Column (B))

261,462
(4,015)

(4,015)

District

n o .
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54

3-Factor Allocator Bv
Superstition
Bisbee
Sierra Vista
San Manuel
Oracle
Winkelman
Miami
Casa Grande
Stanfield

24.94%
4.98%
2.58%
1 .68%
2.28%
0.22%
4.98%
28.55%
0.27%

White Tank
Ajo
Coolidge
Lakeside
Overgaard
Sedona
Pinewood
Rimrock

2.37%
0.81 %
5.27%
6.20%
3.99%
8.45%
2.95%
1 .48%
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DOCKET NO. G-04204A-06-0463 ET AL

We agree with Staff that post-test-year plant should not be included in rate base for the same

reasons stated above with respect to the Company's request for CWIP. Although the Commission

3 has allowed post-test-year plant in several prior cases involving water companies, it appears that the

4 issue was developed on the record in those proceedings in a manner that afforded assurance that a

5 mismatch of revenues did not occur. For example, in Decision No. 66849 (March 19, 2004), we

6 stated that "we do not believe that adoption of this method would result in a mismatch because the

7 post-test-year plant additions are revenue neutral (i.e., not iilnded by CIAC or AlAc)" (Id at 5). In

8 the instant case, however, the Company's request appears to be simply a fallback to its CWIP

9 position, and there is no development of the record to support inclusion of the post-test-year plant

10 The entirety of UNS's argument consists of two questions in Mr. Grant's direct testimony, which

l l essentially provided that: the Commission has approved post-test-year plant in some prior cases, UNS

12 is experiencing a high customer growth rate, and therefore the Company is entitled to inclusion of

13 post-test-year plant if the Commission denies CWIP (Ex. A-27 at 28-29). Even if we were inclined to

14 recognize post-test-year plant in this case, there is not a sufficient basis upon which to evaluate the

15 reasonableness of the request (i.e., whether a mismatch would exist). We therefore deny the

16 Company's proposal on this issue

17 Deduction of Customer Advances

18 The final issue raised in UNS's trilogy of CWIP-related issues is its plea that the Commission

19 should not reduce rate base to recognize funds received for customer advances, if the Commission

20 rejects UNS's request for CWIP or, alternatively, for post-test-year plant. The Company concedes

21 that such advances are typically deducted from rate base because they represent customer-supplied

22 capital. However, UNS contends that it has received approximately $4 million in customer advances

23 related to the $7 million in CWIP plant investment (Ex. A-28 at 27). Thus, according to UNS, the net

24 impact on rates (if the requested $7 million of CWIP were to be included in rate base) is $3 million

25 based on the net of the $7 million offset by $4 million in advances

26 UNS argues that it is inherently unfair to exclude the advances from rate base if the plant

27 associated with those advances is not yet in service and not included in rate base. UNS claims that

28 the purpose of deducting advances (i.e., recognizing customer-supplied capital) is not furthered when

DECISION NO. 70011
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I

1

2

3

4

5I
!
I

which creates a mismatch, because UNS failed to include the additional revenues the construction

i
I

the plant is not in service. The Company also contends that the deduction of advances in this case

would discourage utilities from seeldng advances to offset infrastructure capital costs.

Both Staff and RUCO oppose the Company's recommendation. Staff witness Ralph Smith

states that because advances represent non-investor-supplied capital, they should be reflected as a

deduction to rate base. He stated that Staff is not aware of any instance in which CWIP was excluded

6 for a major utility in Arizona and customer advances were not reflected as a deduction to rate base.

7 Mr. Smith also cites to A.A.C. R14-2-103, Appendix B, Schedule B-1, which he claims requires

8 companies to reflect advances as a deduction from rate base (Ex. S-27 at 15-16).

9 RUCO witness Marylee Diaz Cortez agreed with Staff' s recommendation regarding advances.

10 She testified that the Commission has historically excluded CWIP Hom rate base and recognized

11 contributions (advances) as a deduction from rate base and that UNS is being afforded (under

12 RUCO's and Staff's recommendations) the same rate base treatment as every other utility in Arizona

13 (RUCO Ex. 6 at 8). Ms. Diaz Cortez claims that it is only the Company's proposal to include CWIP

14

15 projects generate (Id at 8-9).

16 We agree with Staff and RUCO that advances represent customer-supplied funds that are

17 properly deducted from the Conlpany's rate base. Indeed, the Commission's own rules contemplate

18 that such a deduction is required, as Staff witness Smith testified. Had UNS not requested the

19 inclusion of CWIP in rate base, a raternaking treatment that is only afforded under extraordinary

20 circumstances (and apparently has not occurred for more than 20 years), there would presumably not

21 have been an issue raised by the Company with respect to an alleged "mismatch" between exclusion

22 of CWIP and deducting advances from rate base. The Company's attempt to frame this issue as one

23 in which it is being treated in a discriminatory manner is unpersuasive.

24 As we have stated in prior cases, regulated utility companies control the timing of their rate

25 case filings and should not be heard to complain when their chosen test periods do not coincide with

26 the completion of plant that may be considered used and useful and therefore properly included in

27 ra te base. We believe our conclusions regarding UNS's CWIP~related proposals are entirely

28

DECISION no. 70011



DOCKET NO. G-04204A-06-0_63 ET AL

consistent with the treatment that has been afforded to odder utility companies regulated by the

Commission and provide a result that is fair to both the Company and its customers

Geographic Information Svstem

UNS seeks to include in rate base $897,068 for expenses incurred during 2003 and 2004 to

5 install a Geographic Information System ("GIS"). The GIS is a global positioning system that allows

6 UNS to locate existing service lines. UNS witness Gary Smith testified that the Company installed

7 the GIS in response to a Commission Pipeline Safety audit that recommended a complete mapping of

8 the UNS system. He described several benefits of die GIS, including improved response times, better

9 informed decisions regarding adding system infrastructure, and increased accuracy for field staff (Ex

10 A~l5 at 6-7)

1

2

3

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

l l According to Staff witness Ralph Smith, the GIS costs should not be included in rate base

12 because they were non-recurring expenses that were largely incurred outside of die test year. He

13 explained that, according to internal Company memos, UNS initially decided to treat the GIS as a

capitalized investment, but later determined that capitalization of the costs was inappropriate under

Generally Accepted Accounting Principles ("GAAP"). Mr. Smith stated that, under GAAP, the GIS

costs were required to be expensed during the period in which they were incurred and, since they

were incurred prior to the test year, are not properly includable in rates (Ex. S-27 at 16-18)

RUCO also opposes inclusion of the GIS expenses in rates. RUCO witness Marylee Diaz

Cortez stated that because UNS failed to obtain from the Commission an accounting order to treat the

GIS expenses as a regulatory asset, which would be eligible for future rate recovery consideration

the Company is not entitled to recover those costs in this rate proceeding (RUCO Ex. 5 at 11-12

RUCO Ex. 6 at 9-10). RUCO agues that regardless of the Company's increased productivity claims

its failure to properly account for die GIS costs precludes recovery in UNS's rate base

We agree with Staff and RUCO that the GIS costs are not properly recoverable as a regulatory

asset in this proceeding. As described by Staff witness Ralph Smith, the GIS costs were required by

GAAP to be expensed, and the vast majority of those costs were incurred prior to the test year and are

non-recurring in nature (Ex. S-25 at l2-17). Further, the Company's failure to seek an accounting

order from the Commission when the costs were incurred renders them unrecoverable as a regulatory

10 DECISION NO 70011
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Arizona Administrative Code

Corporation Commission .- Fixed Utilities l
$4£.5i¥iii it;
/ line 14, ch. 2

TITLE 14. PUBLIC SERVICE CORPORATIONS; CORPORATIONS AND ASSOCIATIONS; SECURITIES REGULATION

CHAPTER z. CORPORATION commlsslon
FIXED UTILITIES

Authority: Article XV, § 3, Constitution of Arizona and A.R.S. § 40-202 et seq.

Editor's Note: The Office of the Secretary of Stafe publishes all Code Chapters on white paper (Supp. 02-1).

The Corporation Commission has determined that rules in this Chapter are exempt from the Attorney General certy'ication provi-
sions oftheArizonaAdministrative Procedure Act (A.R.S. §41-1041) by a court order (State ex. reL Corbin u Arizona Corporation Com-
mission, I74 Ariz, 216848 R2d301 (App. 1992)). This exemption means that the rule was not certified by the Attorney GeneraL Because
this Chapter was filed under a Rulemaking exemption, as determined by the Corporation Commission, other than a statutory exemption,
the Chapter is printed on green paper:

Chapter 2 consisting of Sec1'ions R14-2-104 R14-2-105, R14-2-201 through R14-2-213 R14-2-301 through R14-2-313, R14-2-401
I 982.

Former Sections R14-2-I03, R14-2-127, and R14-2-128,
renumbered as Sections R14-2-I01 through R14-2-J03 respectively
and former Section R14-2-135 renumbered as Section R14-2-314
ejective March 2, 1982.

through R14-2-411, R14-2-50] through R14-2-510, and R14-2-60/ through R14-2-610, adopted ejective March 2,

ARTICLE 1. GENERAL PROVISIONS R14-2-308.
R14-2-309.
R14-2-310.
RI4-2-311.
R14-2-312.
R14-2-313 .
R14-2-314.

Provision of service
Meter reading
Billing and collection
Termination of service
Administrative and Hearing Requirements
Conservation
Intermittent gas ignitionFormer Sections R14-2-101, R14-2-102, R14-2-104, R]4-2-

106 throughR14-2-126, RI4~2-129, R14-2-130, R14-2-132 through
R14-2-134 repealed ejective March 2, 1982.

ARTICLE 4. WATER UTILITIES

Section
R14-2- I01 .
Rl4-2- I 02.
Rl4-2- 103 .

Section
R14-2-401 .
R14-2-402.

R14-2~104.
R14-2-105.
R14-2-106.

Accident reports
Treatment of depreciation
Defining Filing Requirements 'm Support of a
Request by a Public Service Corporation Doing
Business in Arizona for a Determination of the
Value of Property of the Corporation and of the Rate
of Return Thereon, or in Support of Proposed
Increased Rates or Charges
Inspection of annual reports
Notice of rate hearings
Commission Color Code to Identity Location of
Underground Facilities

R14-2-403 .
R14-2-404.
R14-2-405 .
R14-2-406.
R14-2-407 .
R14-2-408.
R14-2-409.
R14-2-410.
R14-2-411.

Definitions
Certificate of Convenience and Necessity for water
utilities, abandonments
Establishment of service
Minimum customer information requirements
Service connections and establishments
Main extension agreements
Provision of service
Meter reading
Billing and collection
Termination of service
Administration and Hearing Requirements

ARTICLE 2. ELECTRIC UTILITIES
ARTICLE 5. TELEPHONE UTILITIES

Section
R14-2-201 .
R14-2-202.

Section
R14-2-501.
R14-2-502.

R14-2-503.
R14-2-504.
R14-2-505.
R14-2-506.
R14-2-507.
R14-2-508.
R14-2-509.
R14-2-510.

Definitions
Certificate of Convenience and Necessity for tele-
phone utilities, additions/extensions, abandonments
Establishment of service
Minimum customer information requirements
Service connections and establishments
Construction Agreement
Provision of Service
Billing and collection
Termination of service
Administrative and Hearing Requirements

R14-2-203 .
R14-2-204.
Rl4-2-205 .
R14-2-206.
R14-2-207 .
R14-2-208.
Rl4-2-209 .
Rl4-2-210.
R14-2-2 ll .
Rl4-2-2 la.
Rl4-2-2 la ,

Definitions
Certificate of Convenience and Necessity for Elec-
tric Utilities
Establishment of Service
Minimum Customer Information Requirements
Master Metering
Service Lines and Establishments
Line Extensions
Provision of Service
Meter Reading
Billing and Collection
Termination of Service
Administrative and Hearing Requirements
Conservation

ARTICLE 6. SEWER UTILITIES

ARTICLE 3. GAS UTILITIES

Section
R14-2-601 .
R14-2-602.

Section
R14-2-301 .
R14-2-302.

Definitions
Certificate of Convenience and Necessity for gas
utilities, additions/extensions, abandonments
Establishment of service
Minimum customer information requirements
Master metering
Service lines and establishments
Main extensions

R14-2-603.
R14-2-604.
R14-2-605.
R14-2-606.
R14-2-607.
R14-2-608.
R14-Z-609.
R14-2-610.

Definitions
Certificate of Convenience and Necessity for sewer
utilities, additions/extensions, abandonments
Establishment of service
Minimum customer information requirements
Service connections
Collection main extension agreements
Provision of service
Billing and collection
Termination of service
Administrative and Hearing Requirements

Rl4-2-303 .
R14-2-304.
R14-2-305.
R14-2-306 .
R14-2-307.

June 29, 2007 Page 1 Supp. 07-2
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Arizona Administrative Code

Corporation Commission - Fixed Utilities

Title 14, Ch. 2

4.

D.

Data and analyses supporting the change shall be submit-
ted, including engineering data and assessment of the
impact and appropriateness of the change for ratemaking
purposes.
Changed depreciation rates shall not become effective
until the Commission authorizes such changes.

Upon the motion of any party or upon its own motion, the
Commission may determine that good cause e>dsts for grant-
ing a waiver from one or more of the requirements of this Sec-
tion.

Historical Note
Fom'ler Section R14-2- 102 repealed, former Section R14-
2-127 renumbered as Section R14-2-102 without change
effective March 2, 1982 (Supp. 82-2). Forward to the rule

corrected as filed April 13, 1973 (Supp. 89-1). Section
R14-2-102 repealed, new Section adopted effective

April 9, 1992 (Supp. 92-2).

g.

i.

j-

q
J .

R14-2-103. Defining Filing Requirements in Support of a
Request by a Public Service Corporation Doing Business in Ari-
zona for a Determination of the Value of Property of the Corpo-
ration and of the Rate of Return Thereon, or in Support of
Proposed Increased Rates or Charges
A. Purpose and definitions

1. Purpose: The purpose of this General Order is to define
the specific financial and statistical information required
to be filed with a request by a public service corporation
doing business in Arizona for a determination of the
value of the property of the corporation and of the rate of
return to be earned thereon, with regard to proposed
increased rates or charges. This General Order does not
apply to die implementation of previously approved
adjustment or escalation clauses.
Applicability of rules: These rules shall apply to all elec-
tric, gas, telephone, telegraph, water and private tire pro-
tection public service corporations Linder the jurisdiction
of the Commission. These rules are applicable both to all
filings made after the effective date of this General Order
and to any rate proceeding pending on the effective date
of this General Order in which the Commission has
issued no final decision. These rules are not intended to
prohibit utilities from filing additional schedules, exhibits
and other documents in which the Commission has issued
no final decision. These rules are not intended to prohibit
utilities from tiling additional schedules, exhibits and
other documents which may be material to the rate pro-
ceeding, nor are they intended to prohibit the Commis-
sion from considering such schedules, exhibits or other
documents in raiding its determination. In pending pro-
ceedings, to the extent that the information required by
this Genera] Order is not included in the public service
colporation's exhibits or is not otherwise in the record,
such information shall be supplied as soon as possible
unless a waiver is requested and granted pursuant to sub-
section (B)(5).
Definitions: Terminology used in this General Order is
defined as follows:

"Accounting method" -- the accounting method pre-
scribed or recognized by the Commission.
"Commission" -- The Arizona Corporation Com-
mission.
"Cost of service" -- The total cost of providing ser-
vice to a defined segment of customers, as deter-
mined by the application of logical and generally
accepted cost analysis and allocation techniques,

a. m.

"Depamnent" -- A responsibility center within a
combination utility where revenues and costs are
accumulated by commodity or service rendered.
"Depreciated original cost" -- The cost of property
to the person first devoting it to public service, less
the deprecia t ion reserve,  which sha l l include
accrued depreciation and amortization calculated in
accordance with General Order Rl4-2-102. Depreci-
ated original cost shall not include any goodwill or
going concern value, nor shall Ir include certificate
value in excess of payment made or costs incurred in
the initial acquisition thereof.
"Exhibit" -- One or more schedules which support a
rate filing or testimony in a rate proceeding.
"Filing" -- An application and required schedules,
exhibits or other documents filed by a public service
corporation to initiate any proceeding enumerated in
subsection (A)(l). For all Class A and B utilities and
for Class C electric and gas utilities, the filing shall
include direct testimony in support of the applica-
tion. For Class C water, sewer, and telephone utili-
ties and for all Class D and E utilities, the filing shall
include a written description of the components of
the application. Nothing in this Section shall be con-
strued to prohibit a public service corporation, prior
to making a filing, from giving the Commission
informal pre-filing notice of its intent to make a fil-
ing. Such pre-tiling notice would permit the Com-
mission, on a tentative basis, to assign a hearing date
and would permit agreement on an appropriate test
year.
"Original cost rate base" -- An amount consisting of
the depreciated original cost, prudently invested, of
die property (exclusive of contr ibu tions and/or
advances in aid of construction) at the end of die test
year, used or useful, plus a proper allowance for
worldng capital and including all applicable pro
forma adjustments .
"Pro forma adjustments" -- Adjustments to actual
test year results and balances to obtain a normal or
more realistic relationship between revenues,
expenses and rate base.
"Projected year" -- The year immediately following
the test year.
"Projections" -- Estimate of future results of opera-
tions based upon mown facts or logical assumptions
concerning future events.
"Prudently invested" -- Investments which under
ordinary circumstances would be deemed reasonable
and not dishonest or obviously wasteful. All invest-
ments shall be presumed to have been prudently
made, and such presumptions may be set aside only
by clear and convincing evidence that such invest-
ments were impudent, when viewed in the light of
all relevant conditions known or which in the exer-
cise of reasonable judgment  shou ld have been
known, at the time such investments were made.
"Rate schedule" -- A schedule of rates and condi-
tions for a specific classification of customer or for
other specific services.
"Reconstructed Cost New (RCND) Rate Base" -.. An
amount consisting of the depreciated reconstruction
cost new of the property (exclusive of contributions
and/or advances in aid of construction) at the end of
the test year, used and useNix, plus a proper allow-
ance for worldng capital and including all applicable

June 29, 2007
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EDB

Annual Operating Revenue

CClass A

Electric & Gas

Water & Sewer

Telephone

Less than
$50,000

Less than
$50,000

Less than
$25,000

$1,000,000 to
$5,000,000

$1,000,000 to
$5,000,000

$250,000 to
$1,000,000

$50,000 to
$249,999

$50,000 to
$249,999

$25,000 to
$99,999

Exceeding
$5,000,000

Exceeding
$5,000,000

Exceeding
$1 ,000,000

$250,000 t0
$999,000

$250,000 to
$999,000

$100,000 to
$249,000

Title 14 Arizona Administrative Code

Corporation Commission .-Fixed Utilities

q.

p.

pro forma adjustments. Contributions and advances
in aid of construction, if recorded in the accounts of
the public service corporation, shall be increased to
a reconstruction new basis.
State" -- The staff of the Commission or its desig-

nated representatives.
"Test year" -- The one-year historical period used in
determining rate base, operating income and rate of

return. The end of the test year shall be the most
recent practical date available prior to the filing.
"Utilities" -- For purposes of the Section, utilities
are electric, gas, telephone, water, sewer or any
other that may be supplying service and/or commod-
ities which in the tiMe may be adjudged a public
service corporation and under the jurisdiction of this
Commission, are classified as follows:

B.

Annual operating revenues are those gross utility
operating revenues derived from jurisdictional oper-
ations, including the requested rate relief. A combi-
nation utility is a utility which provides more than
one of the commodities or services enumerated in
this subsection. For combination utilities, the annual
operating revenue, including the requested rate
relief, for the specific subsidiary, department, or
operating division requesting the rate change shall
be used for classification purposes.

Worldng capital" -- A proper allowance for cash,
materials and supplies and prepayments.

Filing requirements:
l . Information required from Class A, B, C and D utilities

except for electric distribution cooperatives whose filing
requirements are detailed in subsection (B)(3): The infor-
mation required to be prepared and submitted by Class A,
B, C and D Utilities in conjunction with a filing is pre-
sented below. Corresponding schedule formats are con-

rained in the Appendix of this General Order and
denoted. These formats are not applicable to Class E util-
ities. The Appendix schedule formats A-1 through A-5
are a part of this General Order, and the Applicant's
schedules should conform to these formats. All other
Appendix schedule formats and descriptions are illustra-
tive and the applicant's specific formats may vary from
that suggested in the Appendix. The substantive informa-
tion requested, both on the Appendix schedule and in the
body of this General Order, however, must be contained
on the applicant's schedules together with the titles and
schedule numbers provided in the Appendix. Specific
information items requested on the Appendix schedules
may be omitted without fontal waiver, from the filing
where it is evident that said items are not applicable to the
applicant's business. The instructions and notes contained
on the Appendix schedules shall be followed where appli-
cable. Reconstruction Cost New Depreciated information
not filed by the applicant shall be deemed waived.

Information
Filing

Required by
Appendix Schedule

Reference(s)

All classes A-1

All classes A-2

3 Classes A& B A-3

All classes A-4

Classes A 84 B A-5

All classes
All classes

B-1
B-2

All classes B-3

All classes B-4

All classes B-5

Summary Information.
1. A summary of the increase in revenue requirements and the spread of the revenue increase

by customer classification
A summary of the results of operations for the test year and for the test year and the 2 fis-
cal years ended prior to the end of the rest year, compared with the projected year.
A summary of the capital structure for the test year and the 2 fiscal years ended prior to the
end of the test year, compared with the projected year,
Construction expenditures and gross utility plant in service for the test year and the 2 tis-
cal years ended prior to the end of the test year, compared with the projected year
A summary of changes in financial position for the test year and the 2 fiscal years ended
prior to the end of the test year, compared with the projected year

Rate Base Information
1 A schedule showing the elements of original cost and RCND rate bases
2. A schedule listing pro forma adjustments to gross plant in service and accumulated depre-

ciation for die original cost rate base
A schedule showing pro Ronna adjustments to gross plant in service and acctunulated
depreciation for the RCND rate base
A schedule demonstrating the determination of reproduction cost new less depreciation at
the end of the test period

5. A schedule showing the computation of working capital allowance
Test Year Income Statements
1. A test year income statement, with pro form adjustments
2. A schedule showing the detail of all pro forma adjustments
3. A schedule showing the incremental taxes and odder expenses on gross revenues and the

computation of an incremental gross revenue conversion factor

All classes
All classes
All classes

C-1
C-2
C-3

A.

B.

C.

Supp. 07-2
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4.

5.
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Information

Filing

Required by

Appendix Schedule

Reference(s)

All classes D-1

Classes A & B D-2

Classes A & B D-3

Classes A& B D-4

All classes E-1

All classes E-2

Classes A & B E-3

Classes A& B E-4

All classes E-5

All classes of
combination utilities

All classes

E-6

E-7

E-8

Cost of Capital Information:
1. A schedule summarizing the elements in the capital structure at the end of the test year and

the projected year, their related costs and the computation of the total cost of capital.
A schedule showing the detail of long-term and short-term debt at the end of the test year
and the projected year and dieir total cost.
A schedule showing the detail of preferred stock at the end of the test year and the pro-
jected year, and their total cost.
A schedule summarizing conclusions of the required return on the common equity as of
the end of due test year and the projected year.

Financial Statements and Statistical Data:
1. Comparative balance sheets for the end of the test year and the 2 fiscal years ended prior

to the end of die test year.
Comparative income statements for the test year and the 2 fiscal years ended prior to the
end of the test year
Comparative statements of changes in financial position for the test year and the 2 fiscal
years ended prior to the end of the test year.
Statements of changes in stockholder's equity for the test year and the 2 fiscal years ended
prior to due end of the test year.
A comparativeschedule showing by detail account number, utility plant balances at the
end of the test year and the end of prior fiscal year.
Comparative departmental statements of operating income for the test year and the 2 fiscal
years ended prior to the end of the test year.

Comparative operating statistics on customers, consumption, revenues, and expenses for
the test year and the 2 fiscal years ended prior to the end of the test year.
A comparative schedule of all significant taxes charged to operations for the test year and
the 2 fiscal years ended prior to the end of the test year

Audited financial statements, if available, for the test year and the 2 fiscal years ended
prior to the end of the test year If the financial statements have not beenaudited, notes to
the financial statements should be provided to indicate accounting method, depreciation
lives and methods, income tax treatment and other important disclosures.

All classes
exceptClass D

All classes E-9

All classes F-I

Classes A & B F-1

Projections and Forecasts:
1. A projected income statement for the projected year compared with actual test year

results, at present rates and proposed rates.
Projected changes in financial position for the projected year compared with the test year,
at present rates and proposed rates.
Projected annual construction requirements, by property classification, for l to 3 years
subsequent to the test year, compared with the test year.

F-3Classes A & B
3 years

Classes C & D
1 year

All classes F-44. Important assumptions used in preparing forecasts and projections.
Cost of Service Information
A utility shall submit cost of service analyses and studies if all of the following conditions prevail:
l . The utility is in a segment of the utility industry that recognizes cost of service studies as important tools for rate design.
2. Costs incurred by the utility are likely to vary significantly from l defined segment of customers to another.
A historical accounting period other than the test year may be used for cost of service purposes provided that customer mix in the historical period used
is representative of the test year. When a cost of service analysis is required, the following information shall be submitted:
l . Schedule showing rates of return by customer classification at present and proposed rates. Classes A, B and C

if applicable
Classes A, B and C

if applicable
Schedules showing the approach used in allocating or assigning plant and expenses to
classes of service and defined functions.

G- 1
G-2
G-3
G-4
G-5
G-6
G-7Schedules showing the development of all allocation factors used in the all allocation fac-

tors used in the cost of service study.
Classes A, B and C

if applicable

All classes H-1

Classes A& B H-2

Effect of Proposed Rate Schedules:
1, A comparison of revenues by customer classification or other classification of revenues

for the test year, at present and proposed rates.
A comparison of revenues by class of service and by rate schedule for the test year, at
present and proposed rates.
A comparison of present and proposed rate schedules or representative rate schedules. H-3

4.
5.

Typical bill analysis
Bill count

Class A
representative schedules,

Classes B, C and D -
all schedules
All classes
All classes

H-4
H-5

D.

F.

E.

G
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ARIZONA CORPORATION COMMISSION
REGULATION R14-2-103

APPENDIX B
RATE BASE SCHEDULES

Schedule: B-IARIZONA CORPORATION COMMISSION
REGULATION R14-2-103

APPENDIX
ILLUSTRATIVE SCHEDULE FORMAT

Title: Summary of Original Cost and RCND
Base Elements

Explanation:
Schedule showing elements of adjusted original cost

and RCND rate bases.

A11 Utilities
Class A
Class B
Class C
Class D

111

: 1

\=l

Required For:

Special Reqmt. l=1

RCND
Rate

Base*
1.

Original Cost
Rate

Base*
Gross Utility Plant in Service$ $

2. Less: Accumulated Depreciation

3. Net Utility Plant 'm Service $ (a) s (b)

Less:

4. Customers' Advances for Construction (c) (c)

5. Contributions in Aid of Construction (c) (<=)

Add:

6. Allowance for Working Capital (ft) (d)

7. Total Rate Base
* Including pro forma adjustments

$ (6) $ (e)

Note: For combination utilities, above information should be presented in total and by department.

Supporting Schedules:
( a )  B -2 (d)  B-5
( b )  B -3
(c) E-1

(6)

Recap Schedules:
A-1

June 29, 2007 Page 17 Supp. 07-2
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Generally, equal installment payments are assumed to be made. If a company does not make

equal installments, or pays sooner than required, due to specific facts and circumstances, such

factors may be considered in the calculations.

One question that is frequently asked is whether the effect on cash working capital of

income taxes associated with requested rate increases should be reflected in the lead/lag study

underlying a rate case filing. Additional federal and state income taxes due to a change in

revenues certainly have an effect on working capital, however, it seems to be more appropriate

that the computed cash working capital component of rate base reflect only the income taxes

applicable to adjusted test-year operating results. The incremental effect of additional revenues

can be included as a component in the revenue conversion factor, that ratio used to determine the

revenue equivalent of a change in net operating income. That way the allowance for cash

working capital does not have to be recomputed every time an adjustment to tiled data is made or

differences reduced through negotiation.

Interest and Dividends

In those jurisdictions where some or all of the components of the return are included in

lead/lag studies, the payment lag factors are fairly simple to determine. Interest is usually paid at

the end of each of two semi-annual periods. This equates to an average lag of approximately 91

days.

Dividends on preferred stock are typically paid four times a year, with cash disbursed either

at the end of the quarterly period, or sometime thereafter (i.e., end of following month), in

70
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accordance with the underlying preferred stock agreement. The payment lead is computed as

follows:

365 days
4 payments 2

+ Average number of days from end
of quarter to payment date

In those rare instances where the common equity return is permitted to be reflected in

lead/lag studies, it is shown in its entirety with a zero payment lag, or may be divided into two

pieces, that portion which is paid out in cash dividends (based on current dividend policies), and

that which is reinvested. The portion paid out currently would indicate a lag computed in the

same manner as that described above for preferred stock dividends. The reinvested portion

would reflect a zero payment lag.

Other Costs of Service

After the respective payment leads and lags for each of the cost of service elements

segregated for individual analysis have been determined, the remaining costs of service are

grouped for the purpose of developing a single lag factor, based on a review of cash

disbursement vouchers. In fact, this is often called the "voucher lag."

The standard procedure is to select a representative sample of vouchers and determine the

overall average payment lag. For this purpose, the measurement period extends from the date (or

midpoint of the period) during which respective goods and services were received, to the date of

payment (See Exhibit VI-13). Items of an unusual or nonrecurring nature should be excluded

firm the analysis, as well as any items not relating to the provision of utility service.

71
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TJC - Exhibit To Testimony
Adjustment Nos. 6 and 7 I

EYHIBIT

RUCO'S CASH WORKING CAPITAL ADJUSTMENT

9243£

Superstition

Bisbee

$

Sierra Vista

San Manuel

Oracle

Winkelman

Miami

Casa Grande

Stanfield

White Tank

Ajo

Coolidge

Lakeside

Overgaard

Pinewood

Rimrock

Sedona

Total $

(93,495)

(16,750)

(10,107)

(24,710)

(10,051 )

(1 ,171 )

(28,370)

(92,250)

(3,738)

(71,942)

(21,159)

(11 ,484)

(26,088)

(13,463)

(6,536)

(9,921)

(49,005)

(490,240)
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1 INTRODUCTION

2

3

4

5

Please state your name, occupation, and business address.

My Name is William A. Rigsby. I am a Public Utilit ies Analyst V employed

by the Residential Util ity Consumer Off ice ("RUCO") located at 1110 W.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

9

10

11

12

13

14

to

16

17

to

Please describe your qualif ications in the f ield of util it ies regulation and

your educational background.

l have been involved with utilities regulation in Arizona since 1994. During

that period of t ime l have worked as a ut i l i t ies rate analyst for both the

Arizona Corporation Commission ("ACC" or "Commission") and for RUCO.

l hold a Bachelor of Science degree in the f ield of f inance from Arizona

State University and a Master of Business Administration degree, with an

emphasis in account ing, f rom the University of  Phoenix. I  have been

awarded the professional designation, Cert if ied Rate of Return Analyst

("CRRA") by the Soc iety of  Ut i l i t y and Regulatory Financ ial  Analys ts

("SURFA"). The CRRA designation is awarded based upon experience

and the successful completion of a written examination. Appendix l, which

19

20

is attached to this testimony, further describes my educational background

and also includes a list of the rate cases and regulatory matters that I have

21 been involved with.

22

23

A.

A.

Q.

Q.

1
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Direct Testimony of William A. Rigsby
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1 What is the purpose of your testimony?

2 The purpose of my testimony is to present recommendations that are

3 based on my analysis of Arizona Water Company's ("AWC" or the

4 "Company") application for a permanent rate increase ("Application") for

5 the Company's statewide operations in Arizona. AWC filed the Application

6 with the Arizona Corporation Commission ("ACC" or "Commission") on

7 August 22, 2008. The Company has chosen the operating period ended

8 December 31, 2007, for the test year ("Test Year") in this proceeding.

9

10 Please describe AWC's organization.

11 AWC is comprised of eighteen separate operating systems that are

12 organized into three different geographical groups: the Eastern Group

13 which includes the Company's Superstitions, Bisbee, Sierra Vista, San

14 Manuel, Oracle, Saddlebrook, Winkelman, and Miami Systems, the

15 Western Group which is made up of AWC's Casa Grande, Stanfield,

16 White Tank, Ajo and Coolidge Systems, and, the Northern Group, which is

17 comprised of the Company's Lakeside, Overgaard, Sedona, Pinewood

18 and Rim rock Systems. AWC is seeking rate relief on a partial rate

19 consolidation basis for seventeen of the aforementioned systems.

20 According to AWC's Application, the Eastern Group's Saddlebrook

21 System does not currently provide service to any permanent residential

The Superstion System is comprised of two non-interconnected water systems serving Apache
Junction and Superior. The two systems were consolidated for ratemaking purposes in e prior
rate case proceeding that involved the Company's Eastern Group (Decision No. 66849, Dated
March 19, 2004).

1

A.

Q.

A.

Q.

2
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1 customers and is not part of  this rate application. Per a condit ion of

2

3

Decision No. 62754, the Company is required to f ile a rate application

within thirty-six months of  the date the Saddlebrook System provides

4 service to a permanent residential customer.

5

6

7

8

Please explain your role in RUCO's analysis of AWC's Application.

l reviewed AWC's Application to determine if the rates and charges being

requested by the Company are appropriate. My testimony will cover the

9

10

11

12

levels of operating revenues and expenses that are being proposed by the

Company for the seventeen systems included in the Company's f iling. l

will also address a number of surcharges and pass-through mechanisms

for which AWC is seeking Commission approval.

13

14

15

Will you also address the rate base issues in this case?

No. The rate base issues associated with the case will be addressed by

16 RUCO witness Timothy J. Coley.

17

18

19

20

21

22

23

Are you present ing ratemaking schedules for each of  the seventeen

systems that AWC has included in its application?

No. I will be presenting rate raking schedules for the five systems that are

included in the Company's Northern Group. Mr.  Coley wil l  sponsor

rate raking schedules for the remaining twelve systems that make up

AWC's Eastern and Western Groups. The rate base adjustments that Mr.

A.

Q.

A.

Q.

A.

Q.

3



Direct Testimony of William A. Rigsby
Arizona Water Company
Docket No. W-01445A-08-0440

1

2 I

3

Coley discusses in his direct testimony appear in Schedules WAR-2

through WAR-6 for the Northern Group systems that sponsor and

Schedules TJC-2 through TJC-6 for the Eastern and Western Group

4

5

6

7

8

systems that Mr. Coley sponsors. The operat ing revenue and expense

adjustments  that  I  w i l l  d iscuss appear on Schedules WAR-7 through

WAR-15 for the Northern Group systems that l am sponsoring in my direct

tes t imony and Schedules  TJC-7 through TJC-15 for  the Eastern and

W es te rn  Group  sys tems  t ha t  Mr .  Co ley i s  sponsor ing  in  h i s  d i rec t

9 testimony.

10

11

to

13

14

Who will provide direct testimony on RUCO's recommended rate design?

RUCO's direct testimony on rate design will be provided by RUCO witness

Rodney L. Moore. Under the current Procedural Order, testimony on rate

design and cost of service is scheduled to be filed on Friday, June 26,

2009.15

16

17 Will Mr. Coley, Mr. Moore or you offer direct testimony on rate

consolidation at this time?18

19

20

21

22

23

No. RUCO reserves the right to file testimony on rate consolidation during

the surrebuttal phase of the proceeding upon review of rate design and

engineering reports to be filed June 26, 2009. RUCO Director Jodi Jericho

w i l l  f i l e  t es t imony on  RUCO's  pos i t i on  regard ing  t he  i s sue  o f  ra te

consolidation at that time. Mr. Coley, Mr. Moore and I will present updated

A.

Q.

A.

Q.

4
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ratemaking and rate design schedules that reflect RUCO's position

regarding rate consolidation at that time also. The ratemaking schedules

sponsored by Mr. Coley and I during the direct testimony phase of the

proceeding will present the effects of RUCO's recommended levels of rate

base, operating revenue and operating expenses on a stand-alone basis

for each of the seventeen systems included in AWC's filing. Mr. Moore's

direct testimony on rate design will also reflect rates on a stand-alone

basis also

Is RUCO providing testimony on the cost of capital issues associated with

the case?

Yes. I have also filed, under separate cover, testimony on the cost of

capital issues associated with the case

15 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

16 Briefly summarize how your direct testimony is organized

My direct testimony is organized into four sections. First, the introduction I

have just presented and second, the summary of my testimony that I am

about to give. Third, l will present the findings of my analysis of AWC's

20

Q.

Application and will explain the various operating revenue and expense

adjustments that I am recommending. Fourth, and finally, l will discuss my

recommendations regarding AWC's request for a number of surcharges

and pass-through mechanisms
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Please summarize the recommendations and adjustments that you will

address in your testimony

Based on the results of my analysis of AWC, I am making the following

recommendations related to operating revenues and expenses

Labor Expense - This adjustment

normalizes overtime hours that were incurred during the Test Year and

RUCO ODeratinG Adjustment #1

reduces the Company's labor expense to reflect a more normal level of

dollars paid for employee overtime. The adjustment is the first of four

adjustments that affect all seventeen of AWC's operating systems

RUCO Operating Adiustment #2 -- Pavroll Tax Expense - This is the

second of four adjustments related to the level of employee overtime

incurred during the Test Year. The adjustment normalizes payroll tax

expense associated with the excess overtime labor expense removed in

RUCO Operating Expense Adjustment #1, The adjustment affects all

seventeen of AWC's operating systems

RUCO Operating Adjustment #3 Payroll 401(k) Expense - This is the

third of four adjustments related to the level of employee overtime incurred

during the Test Year. The adjustment normalizes Company 401(k)

retirement program contributions incurred during the Test Year The

adjustment removes 401(k) expense dollars associated with the excess



Direct Testimony of William A. Rigsby
Arizona Water Company
Docket No.W-01445A-08-0440

overtime labor expense removed in RUCO Operating Expense Adjustment

#1, The adjustment affects all seventeen of AWC's operating systems

RUCO Operating Adjustment #4 .... Reverse Adjustment for Conservation

This adjustment reverses a Company adjustment designed to recover

revenues that may be lost as a result of implementing a conservation

oriented, three-tiered inverted block rate design in this proceeding for the

AWC's Northern Group.

systems that make up the Company's Northern Group

The adjustment affects the five operating

RUCO Operating Adjustment #5 .-. Purchased Power Revenues - This

adjustment reverses an adjustment made by the Company to remove

adjustment is consistent with RUCO's

recommendations to eliminate the Northern Group PPAM and to reject

AWC's proposal to establish PPAM's for the Company's Eastern and

revenues pursuant to AWC's purchased power adjustment mechanism

("PPAM") that is currently in effect for all five of the Company's Northern

Group systems The

Western Group systems

RUCO Operating Adjustment #6 .- Insurance Expense - This minor

adjustment is the last of four adjustments related to overtime pay that was

recorded during the Test Year. The adjustment removes a portion of long

term disability insurance expense that is associated with the excess
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1 overtime labor expense removed in RUCO Operating Expense Adjustment

2 #1. The adjustment affects all seventeen of AWC's operating systems.

3

4 RUCO Operating Adiustment #7 - Depreciation Expense ..... This

5

6

adjustment calculates depreciation and amortization expense based on

RUCO's recommended plant levels. The adjustment affects all seventeen

7 of AWC's operating systems.

8

9 RUCO Operating Adjustment #8 Prooertv Tax Expense This

10

11

12

adjustment calculates property tax expense based on a modified Arizona

Department of Revenue ("ADOR") formula that has been adopted by the

Commission in a number of prior rate cases. The adjustment affects all

13 seventeen ef AWC's operating systems.

14

15

16

17

18

RUCO Operatinq Adjustment #9 - Rate Case Expense - This adjustment

reflects RUCO's best estimate of rate case expense, to be amortized over

three years, for this proceeding based on updated information provided by

the Company. The adjustment affects all seventeen of AWC's operating

19 systems.

20

21 RUCO Operating Adjustment #10 - Income Tax Expense -  T h i s

22 adjustment calculates the appropriate level of income tax expense given

8
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RUCO's recommended operating income. The adjustment affects all

seventeen of AWC's operating systems

Adjustor Mechanisms - RUCO recommends that the Commission reject

the Company's request for adjustor mechanisms for purchased power

water, fuel and an adjustor for earnings attrition. RUCO recommends that

the Commission eliminate the Northern Group PPAM and reject AWC's

proposal to reestablish PPAM's for the Company's Eastern and Western

Group systems. RUCO also recommends that the Commission reject

AWC's request to reestablish a purchased water adjustor mechanism

("PWAM") for the Company's Eastern and Western Groups. RUCO

further recommends that the Commission deny AWC's request for a

purchased fuel adjustor mechanism ("PFAM") for all of the Company's

operating systems. Finally RUCO recommends that AWC's request for an

attrition adjustor mechanism ("AAM") as an alternative to the

aforementioned adjustor mechanisms also be denied

18 REVENUE REQUIREMENTS

19 Please summarize the results of RUCO's analysis of Arizona Water

20

Q.

Company and your recommended revenue requirement

Based on the results of  RUCO's analysis of  AW C's rate applicat ion

RUCO is  recommend ing  tha t  revenue  f o r  each  o f  the  Company 's
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1

2

seventeen operating systems should be increased by no more than the

following amounts on a stand-alone (i.e. non-consolidated) basis:

Eastern Group

Systems

Superstition

Bisbee

Sierra Vista

San Manuel

Oracle

Winkleman

Miami

RUCO's Recommended

Increase/(Decrease)

In Operating Revenue

$2,160,482

$271 ,233

($163,188)

$302,504

($70,482)

$17,035

$605,054

Percentage

Increase/

(Decreases

18.09%

15.74%

(11 .16%)

37.24%

(6.26%)

17.26%

35.94%

Total Eastern Group $3,182,638

Western Group

Svstems

Casa Grande

Stanfield

White Tank

Ajo

Coolidge

RUCO's Recommended

Increase/(Decrease)

In Operating Revenue

$3,699,044

$136,067

$317,918

$39,808

($67,182)

Percentage

Increase/

(Decrease)

33.83%

103.00%

25.54%

8.45%

(3.03%)

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

Total Western Group $4,125,655

10
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Western Group

Svstems

Lakeside

Overgaard

Sedona

Pinewood

Rim rock

RUCO's Recommended

Increase/(Decrease)

In Operating Revenue

($69,552)

($277,183)

$975,545

($7,224)

$366,377

Percentage

Increase/

(Decreases

(2.72%)

(1544°/a0

27.73%

(0.69%)

72. 19%

1

2

3

4

5

6

7

8

9

t o

t i

12

Total Northern Group

Total Company

$987,963

$8,296,256

13

RUCO's recommended increase in operating revenue is $7,145,034 lower

than the $15,441,290 level of increase requested by AWC.

recommendations listed above are summarized on Schedule WAR-1 for

The

14

15

16

17

the Northern Group systems in my direct testimony and Schedule TJC-1

for the Eastern and Western Group systems that are included in the direct

testimony of RUCO witness Tim Coley.

18

19 OPERATING INCOME ADJUSTMENTS

20 RUCO Operating Adjustment #1 - Labor Expense

21 Has RUCO made an adjustment to the Company-proposed level of labor

22

23

expense?

Yes.

24

25

Q.

A.

11
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1 Please explain RUCO's adjustment to the Company-proposed level of

2

3

4

5

labor expense.

Dur ing  t he  Tes t  Year ,  t he  Company incur red  over  28 ,000  hours  o f

overtime. This level of overtime is much higher than the levels of overtime

hours  that  were recorded dur ing the 2005,  2006 and 2008 operat ing

6 periods. RUCO's adjustment normalizes overtime hours that were

7

8

9

10

11

incurred during the Test Year (by using a four year average of overtime

hours over the 2005 through 2008 operating periods) and reduces the

Company's labor expense to reflect a more normal level of dollars paid for

employee overtime. The adjustment is the first of four adjustments that

affect all seventeen of AWC's operating systems. The other three related

12 expenses include payroll tax expense, payroll 401(k) expense and

13 insurance expense.

14

15

16

17

18

19

20

What is the effect of RUCO's adjustment to labor expense?

RUCO's adjustment reduces labor expense by $302,000 on a total

company basis. The adjustment involves all seventeen operating systems

and is exhibited on Page 1 of Schedule WAR-9 for the Northern Group in

my direct testimony and Page 2 of Schedule TJC-9 for the Eastern and

Western Groups that are included in the direct testimony of RUCO witness

21 Tim Coley.

22

23

A.

Q.

A.

Q.

12



l_-l_ll1lllllll IIIIII III II W W l

Direct Testimony of William A, Rigsby
Arizona Water Company
Docket No. W-01445A-08-0440

1 RUCO Operating Adjustment #2 - Payroll Tax Expense

2 Please explain RUCO's adjustment to the Company-proposed level of

3

4

5

6

7

payroll tax expense.

This is the second of four adjustments related to the level of employee

overt ime incurred during the Test Year. The adjustment normalizes

payroll tax expense associated with the excess overtime labor expense

removed in RUCO Operating Expense Adjustment #1 .

8

9

10

11

12

13

14

What is the effect of RUCO's adjustment to payroll tax expense?

RUCO's adjustment reduces payroll tax expense by $32,967 on a total

company basis. The adjustment affects all seventeen of AWC's operating

systems and can be viewed on Page 2 of Schedule WAR-9 for the

Northern Group systems and Page 2 of Schedule TJC-9 for the Eastern

and Western Group systems.

15

16 RUCO Operating Adjustment #3 - Payroll 401(k) Expense

to

18

19

20

21

22

Please explain RUCO's adjustment to the Company-proposed level of

expense associated with AWC's 401 (k) program.

The adjustment normalizes Company 401(k) retirement program

contributions incurred during the Test year. As explained in the two prior

adjustments, this is the third of four adjustments related to the level of

employee overtime incurred during the Test Year.

23

Q.

A.

A.

Q.

Q.

A.

13
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1 How does RUCO's adjustment affect the Company's test year adjusted

2

3

4

5

6

7

401 (K) expense?

The adjustment reduces $401(k) expense associated by $25,282 on a

total company basis. RUCO's adjustment affects all seventeen of AWC's

operating systems and can be seen on Page 3 of Schedule WAR-9 for the

Northern Group systems and Page 3 of Schedule TJC-9 for the Eastern

and Western Group systems.

8

9 RUCO Operating Adjustment #4 - Reverse Adjustment for Conservation

10 What adjustment has RUCO made to the Company-proposed level of

11

12

13

administrative 8¢ general expense?

RUCO has reversed the Company's adjustment that increases

administrative 8¢ general expense for the Northern Group by $308,701 .

14

15

16

17

18

19

What was the purpose of the Company's adjustment that increases

administrative 8. general expense for the Northern Group by $308,701'?

According to the Company's Application, the adjustment was designed to

recover forecasted lost revenues as a result of implementing a water

conservation-oriented, three-tiered inverted block rate design for the

20 Northern group systems in this proceeding. The Northern group is

21 presently the only group of systems that does not have inclining tiered

rates.22

23

Q.

A.

A.

Q.

Q.

A.

14
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How did the Company arrive at the $308,701 figure?

According to the direct testimony of Company Witness Joel M. Reiker, a

study of the Company's Western group was conducted following the

implementation of tiered rates pursuant to Decision No. 68302. Mr. Reiter

performed a regression analysis that holds average temperature and total

precipitation conditions constant. Based on the results of the regression

analysis, Mr. Reiter concludes that an 8.70 percent decrease in

consumption will occur for every one million of gallons consumed

10 Why does RUCO disagree with the Company's adjustment?

RUCO does not believe a study that was performed on operating systems

that are, for the most part, located in the central part of the state is

relevant to the Northern Group. Although Mr. Raker's study takes

weather into consideration, there is no real guarantee that customers in

the Northern group systems will react in the same way to tiered rates

Based on the Company's test year billing determinants, the average

median consumption of 2,788 gallons for Northern Group residential

customers was 3,780 gallons lower than the average median consumption

of 6,658 for Western group residential customers. The lower level of

consumption might indicate that Northern Group customers are already

practicing conservation and may not be able to out back on their usage. in

any case, RUCO believes that the adjustment made by the Company is an

Q.

15
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1

2

est imate at best that cannot predict with actual certainty how Northern

Group ratepayers will react to the implementation of tired rates.

3

4

5

6

7

8

9

10

12

Are you aware of  a case where the Commission has adopted such an

adjustment?

To the best of my knowledge no. l cannot say that I am aware of any case

where the Commission adopted an adjustment that increased revenues as

a result of conservation that might result from the implementation of either

new rates or tiered rates. Recently, the Commission rejected a request by

Southwes t  Gas  Corporat ion for  the implementat ion o f  a  decoupl ing

mechanism that, according to Southwest Gas Corporation, was designed

to mitigate the effects of lost revenue due to ratepayer conservation.2

13

14 RUCO Operating Adjustment #5 - Purchased Power Revenues

15

16

Please explain your Operating Adjustment #5 which reduces operating

revenue for AWC's Northern Group by $39,446.

17

18

19

My adjustment reverses a Company pro forma adjustment that reflects

changes in purchased power costs from base levels for the Northern

Group. The adjustment for each of the five Northern Group systems can

be viewed on Schedule WAR-8.20

21

2 Decision No. 70665, Dated December 24, 2008

A.

Q.

Q.

A.

16
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1

2

3

4

5

6

Why did the Company make this pro forma adjustment to increase

Northern Group revenues?

According to AWC's Application, the Company made the pro forma

adjustment to increase revenues collected through a PPAM which is

currently in place in the Northern Group. As noted above, the revenues in

question reflect changes in purchased power costs from base levels that

7 were established in the most recent Northern Group rate case

8

9

10

11

proceeding.3 The Company is proposing that the PPAM be reset to zero

with new base levels established in this proceeding at the current level of

expense. The f ive Northern Group systems are the only AWC systems

that presently have such a pass through mechanism.

12

13

14

15

16

Why have you made this adjustment?

The adjustment is consistent with RUCO's recommendations to eliminate

the Northern Group PPAM and to reject AWC's proposal to establish

PPAM's for the Company's Eastern and Western Group systems.

17

18

19

Why should the Company's Northern Group PPAM be eliminated?

RUCO believes that the elimination of the Northern Group PPAM is

20

21

consistent with prior Commission orders that rejected AWC's proposals for

PPAM's for the Eastern and Western Groups. RUCO believes that the

Commission's conclusion in Decision No. 66849 - that the establishment22

3 Decision No. 64282, dated December 28, 2001

Q.

A.

A.

Q.

A.

Q.

17
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of a PPAM provides a disincentive for the Company to obtain the lowest

possible cost commodity because the costs are simply passed through to

ratepayers -- is still valid. For this reason RUCO is recommending that the

Northern Group PPAM be eliminated

6 RUC() Operating Adjustment #6 .- Insurance Expense

What adjustment has RUCO made to the Company-proposed level of

insurance expense?

RUCO has made a minor total company adjustment of $1,090 to the

Company-proposed level of insurance expense. The adjustment is the

last of four adjustments related to overtime pay that was recorded during

the Test Year

14 What does RUCO's adjustment do?

The adjustment removes a portion of long-term disability insurance

expense that is associated with the excess overtime labor expense

removed in RUCO Operating Expense Adjustment #1. The adjustment

affects all seventeen of AWC's operating systems and can be seen in

Schedule WAR-10 for the Northern Group systems and Schedule TJC-10

for the Eastern and Western Group systems

Q.

18
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1 RUCO Cperating Adjustment #7 - Depreciation Expense

2

3 Yes.

Have you recalculated Test Year depreciation and amortization expense?

Based on RUCO's ad justed test -year p lant  ba lances,  I  have

4

5

recalculated depreciation and amortization expense on a going-forward

basis. The adjustment is exhibited in Schedule WAR-11 for the Northern

6

7

8

Group systems in my d irect  test imony and Schedule TJC-11 for the

Eastern and W estern Group systems that  are included in the d irect

testimony of RUCO witness Tim Coley.

9

10 RUCO Operating Adjustment #8 - Property Tax Expense

11 Has RUCO made an adjustment to the Company-proposed level of

12 property tax expense?

Yes.13

14

15

16

Has RUCO calculated property tax expense using a methodology that has

been adopted by the ACC in prior rate cases?

Yes. RUCO has used a modif ied version of the ADOR formula that has17

18

19

20

21

22

been adopted by the  Commiss ion in  a  number o f  p r io r  ra te  cases.

RUCO's calculation of property tax expense uses two years of adjusted

operat ing revenues and one year of  RUCO's recommended level of

operating revenue to arrive at a three-year average of  revenue that is

subject to property tax. The calculation of property tax expense can be

A.

Q.

Q.

A.

A.

Q.

19
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1

2

viewed in Schedule WAR-12 for the Northern Group systems and

Schedule TJC-12 for the Eastern and Western Group systems.

3

4

5

Are there any differences between RUCO's calculation of property tax

expense and the Company's calculation?

6 Yes. There are three differences. First, RUCO's calculation includes an

7

8

addition of 10 percent of the amount of construction work in progress

("CWIP") that was booked during the Test Year. Second, RUCO has

9 deducted the Test Year net book value of the Company's vehicles. Both

10

11

12

of these items are required components of the ADOR formula. The third

difference is the use of an updated assessment ratio of 22.5 percent which

will be in effect at the time that AWC's new rates are approved by the

to Commission.

14

15 RUCO Operating Adjustment #9- Rate Case Expense

16

17

18

What level of rate case expense is AWC proposing?

AWC is proposing rate case expense, on a total company basis, of

$500,000 to be amortized over a three-year period.

19

20

21

22

What level of rate case expense is RUCO recommending?

RUCO is recommending a total company level of $300,000 dollars in rate

case expense to be amortized over a three-year period.

23

A.

Q.

A.

A.

Q.

Q.

20
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1 Is this RUCO's final recommended level of rate case expense?

2 No. This is RUCO's best estimate of  rate case expense at this point in

3 time.

4

5

6

RUCO's est imate  is  based on  in f o rmat ion ,  p rov ided  by the

Company, on total rate case expense that was billed just prior to the filing

of RUCO's direct testimony. RUCO will update this f igure and provide a

final recommended level of rate case expense when it files final schedules

7 af ter the evidentiary hearing on the instant case is concluded. The

8

9

10

11

adjustment can be seen on Schedule WAR-13 for the Northern Group

systems in my direct testimony and Schedule TJC-13 for the Eastern and

Western Group systems that are included in the direct testimony of RUCO

witness Tim Coley.

12

13 RUCO Operating Adjustment #10 - Income Tax Expense

14 Have you calculated income tax expense based on RUCO's

15 recommended adjusted operating income?

16 Yes. This adjustment is shown on Schedule WAR-14 for the Northern

17 Group systems in my direct  test imony and Schedule TJC-14 for the

18

19

Eastern and Western Group systems that are included in the direct

testimony of RUCO witness Tim Coley.

20

21

22

23

A.

Q.

A.

Q.

21
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Have you included an interest synchronization calculation in your

computation of income tax expense?

Yes. The interest synchronization calculation, which computes an interest

expense deduction for income taxes, can be viewed in the schedules

noted above. The interest synchronization calculation is the adjusted rate

base multiplied by the weighted cost of debt.

8 ADJUSTOR MECHANISMS

What else is AWC requesting in this case besides an increase in operating

revenue?

As noted earlier in my testimony, AWC is requesting the restoration of a

PPAM for the Company's Eastern and Western Groups. The PPAM for

the Eastern and Western Groups were eliminated by the Commission in

Decisions on the prior rate cases for the Eastern and Western Groups.

AWC is also asking that the Company be permitted to continue the PPAM

that is currently in place for the Company's Northern Group. AWC is also

requesting that the PWAM that the Commission eliminated in the prior

Eastern and Western Group rate cases be restored. AWC is further

requesting that a PFAM be established for all of the Company's operating

systems in order to pass the costs of fuel through to ratepayers. Finally,

AWC is asking for an AAM be implemented as an alternative to the

aforementioned pass through mechanisms just described.
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Does RUCO support the restoration of any of the pass through

mechanisms that AWC is seeking in this case?

No. RUCO does not support the implementation of any of the adjustor

mechanisms being sought by AWC in this proceeding. As noted earlier in

my testimony, RUCO is also recommending that the Northern Group

PPAM be eliminated.

8 Why is RUCO opposed to the company's request regarding adjustor

mechanisms?

RUCO believes that the reasons given by the Commission for the

elimination of the PPAM and PWAM in the prior rate cases are still valid.

RUCO also believes that the Northern Group PPAM should also be

eliminated for the same reasons that the Commission stated in the prior

Eastern Group rate case. In Decision No. 66849, the Commission stated

the following

We agree with Staff that PPAM and PWAM adjustor mechanisms
should be discontinued, Although Arizona Water argues that such
mechanisms benefit both the Company and ratepayers by passing on
increased costs and savings, adjustment mechanisms may also provide
a disincentive for the Company to obtain the lowest possible cost
commodity because the costs are simply passed through to ratepayers.
Moreover, the record does not suggest that purchased power costs are a
significant portion of the Company's expenses, the Superior system
purchases only a small portion of its water supply and there is no
evidence that the San Manuel system is expected to incur any significant
increases or decreases in purchased water costs in the near future.
Therefore, Arizona Water's purchased water adjustment mechanisms
should be discontinued.

In the prior Western Group rate case, the Commission took the following

position in Decision No. 68302:

Q.

23
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There is a danger of piecemeal regulation inherent in adjustment
mechanisms. Because they allow automatic increases in rates without a
simultaneous review of a utility's unrelated costs, adjustment
mechanisms have a built-in potential of allowing a utility to increase rates
based on certain isolated costs when its other costs are declining, or
when overall revenues are increasing faster than costs due to customer
growth. Adjustment mechanisms should therefore be used only in
extraordinary circumstances to mitigate the effect of uncontrollable price
volatility or uncertainty in the marketplace. We have evaluated the
propriety of continuing the Company's existing purchased water and
purchased power adjustment mechanisms in the Western Group based
on all relevant factors, including the APS Power Supply Adjustor. The
evidence presented in this case does not support a finding that the
Company's power and water supply costs are subject to a degree of
price volatility or uncertainty that justifies the existence of its adjustment
mechanisms, and we will therefore order that they be discontinued."

RUCO believes that the reasons stated in Decisions No.'s 66849 and

68302 apply also to the PFAM and AAM mechanisms that the Company is

also seeking approval of in this proceeding

Has RUCO made any adjustments to the Company-proposed levels of

purchased power, purchased water or fuel expense in this case?

No. RUCO has not made any adjustments to the Company-proposed

levels of purchased power, purchased water or fuel expense.

Does your silence on any of the issues, matters or findings addressed in

the testimony of any of the witnesses for AWC constitute your acceptance

of their positions on such issues, matters or findings?

No. it does not

24
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Does this conclude your testimony on AWC?

Yes. it does

25





Appendix 1

Qualifications of William A. Rigsby, CRRA

EDUCATION University of Phoenix
Master of Business Administration, Emphasis in Accounting, 1993

Arizona State University
College of Business
Bachelor of Science. Finance. 1990

Mesa Community College
Associate of Applied Science, Banking and Finance, 1986

Society of Utility and Regulatory Financial Analysts
38th Annual Financial Forum and CRRA Examination
Georgetown University Conference Center, Washington D.C
Awarded the Certified Rate of Return Analyst designation
after successfully completing SURFA's CRRA examination

Michigan State University
Institute of Public Utilities
N.A.R.U.C. Annual Regulatory Studies Program, 1997 &1999

Florida State University
Center for Professional Development 8< Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

EXPERIENCE Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix. Arizona
April 2001 - Present

Senior Rate Analyst
Accounting & Rates Financial Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix. Arizona
July 1999 .- April 2001

Senior Rate Analyst
Residential Utility Consumer Office
Phoenix. Arizona
December 1997 - July 1999

Utilities Auditor ll and Ill
Accounting 8< Rates - Revenue Requirements Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix. Arizona
October 1994 -. November 1997

Tax Examiner Technician I / Revenue Auditor ll
Arizona Department of Revenue
Transaction Privilege / Corporate Income Tax Audit Units
Phoenix. Arizona
July 1991 - October 1994
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No. Type of Proceeding

ICE Water Users Association U-2824-94-389 Original CC&N

Rate IncreaseRincon Water Company U-1723-95-122

Ash Fork Development
Association, Inc. E-1004-95-124 Rate Increase

Parker Lakeview Estates
Homeowners Association, Inc. U-1853-95-328 Rate Increase

Mirabell Water Company, Inc. U-2368-95-449 Rate Increase

Bonita Creek Land and
Homeowner's Association U-2195-95-494 Rate Increase

Pineview Land &
Water Company U-1676-96-161 Rate Increase

Pineview Land &
Water Company u-1676-96-352 Financing

Montezuma Estates
Property Owners Association U-2064-96-465 Rate Increase

Houghland Water Company U-2338-96-603 et al Rate Increase

Sunrise Vistas Utilities
Company - Water Division U-2625-97-074 Rate Increase

Sunrise Vistas utilities
Com party - Sewer Division U-2625-97-075 Rate Increase

Holiday Enterprises, Inc.
db Holiday Water Company U-1896-97-302 Rate Increase

Gardener Water Company U-2373-97-499 Rate Increase

Cienega Water Company W-2034-97-473 Rate Increase

Rincon Water Company W-1723-97-414
Financing/Auth.
To Issue Stock

w-01651A-97-0539 et al Rate IncreaseVail Water Company

Bermuda Water Company, Inc. W-01812A-98-0_90 Rate Increase

Bella Vista Water Company W-02465A-98-0458 Rate Increase

Pima Utility Company SW-02199A-98-0578 Rate Increase

2
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Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.l

Utility Company Docket No. Type of Proceeding

W-01676A-99-0261 WIFA Financing

w-02191A-99-0415

Pineview Water Company

l.M. Water Company, Inc.

Maraca Water Service, Inc. W-01493A-99-0_98

Financing

WIFA Financing

Tonto Hills Utility Company W-02483A-99-0558 WIFA Financing

New Life Trust, Inc.
db Dateland Utilities W-03537A-99-0530

GTE California, Inc. T-01954B-99-0511

Financing

Sale of Assets

Citizens Utilities Rural Company, Inc. T-01846B-99-0511 Sale of Assets

W-02113A-00-0233 ReorganizationMCO Properties, Inc.

American States Water Company w-02113A-00-0233

W-01303A-00-0327

Reorganization

FinancingArizona-American Water Company

Arizona Electric Power Cooperative E-01773A-00-0227 Financing

T-03777A-00-0575

W-02074A-00-0482

360networks (USA) Inc.

Beardsley Water Company, Inc.

Mirabell Water Company W-02368A-00-0461

Financing

WlFA Financing

WIFA Financing

Rio Verde Utilities, Inc. WS-02156A-00-0321 et al
Rate Increase/
Financing

W-01445A-00-0_49 FinancingArizona Water Company

Loma Linda Estates, Inc. w-02211A-00-0975 Rate Increase

W-01445A-00-0962 Rate IncreaseArizona Water Company

Mountain Pass Utility Company SW-03841A-01-0166 Financing

Picacho Sewer Company SW-03709A-01-0165

Picacho Water Company W-03528A-01-0169

Financing

Financing

W-03861A-01-0167 Financing

W-02025A-01-0559 Rate Increase

Ridgeview Utility Company

Green Valley Water Company

Bella Vista Water Company w-024f8~5A-01-0776 Rate Increase

Arizona Water Company W-01445A-02-061 g Rate Increase

3
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Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.I

Docket No.Utility Company

Arizona-American Water Company W-01303A-02-0867 et al.

Type of Proceeding

Rate Increase

Arizona Public Service Company E-01345A-03-0437 Rate Increase

WS-02676A-03-0434 Rate Increase

T-01051B-03-0454 Renewed Price Cap

W-02113A-04-0616 Rate Increase

Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company

Arizona Water Company w-01445A-04-0650 Rate Increase

Tucson Electric Power E-01933A-04-0408 Rate Review

G-01551A-04-0876 Rate Increase

w-01303A-05-0405 Rate Increase

SW-02361 A-05-0657 Rate Increase

Southwest Gas Corporation

Arizona-American Water Company

Black Mountain Sewer Corporation

Far West Water 8 Sewer Company WS-03478A-05-0801 Rate Increase

SW-02519A-06-0015 Rate Increase

E-01345A-05-0816 Rate Increase

Gold Canyon Sewer Company

Arizona Public Service Company

Arizona-American Water Company W-01303A-06-0014 Rate Increase

Arizona-American Water Company W-01303A-05-0718 Transaction Approval

Arizona-American Water Company W-01303A-05-0405 ACRM Filing

G-04204A-06-0-63 Rate IncreaseUNS Gas, Inc.

Arizona-American Water Company W-01303A-07-0209 Rate Increase

Tucson Electric Power E-01933A-07-0402 Rate Increase

G-01551A-07-0504 Rate Increase

w-02113A-07-0551 Rate Increase

Southwest Gas Corporation

Chaparral City Water Company

Arizona-American Water Company W-01303A-08-0227 et al. Rate Increase

Far West Water & Sewer Company WS-03478A-08-0608 Interim Rate Increase

Johnson Utilities, LLC WS-02987A-08-0180 Rate Increase

UNS Gas, Inc. G-04204A-08-0571 Rate Increase

4
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System

TABLE OF CONTENTS TOWAR SCHEDULES

1 &2

WAR-4 DIRECT PLANT 1 TO 7

WAR-4 PHOENIX OFFICE 1 TO 5

WAR-4 METER SHOP 1 TO 5

TESTIMONY

1 &2

1 OF 3

2 OF 3

3 OF 3

TITLE

REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

RATE BASE ADJUSTMENT no. 1 - PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

RATE BASE ADJUSTMENT no. 1 - PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

RATE BASE ADJUSTMENT no. 1 - PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

RATE BASE ADJUSTMENT NO. 2 - REMOVE POST TEST-YEAR PLANT FOR PHOENIX OFFICE

RATE BASE ADJUSTMENT no. 3 - REMOVE PLANT AND RETIREMENTS INCLUDED IN RATE APPLICATION

RATE BASE ADJUSTMENT no. 4 - INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no. 5 - INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no. 6 - WORKING CAPITAL AND LEAD/LAG STUDY

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

OPERATING INCOME ADJUSTMENT no. 1 . PAYROLL EXPENSE

OPERATING INCOME ADJUSTMENT no. 2 - PAYROLL TAX EXPENSE RELATED TO PAYROLL EXPENSE ADJ. #1

OPERATING INCOME ADJUSTMENT no. 3 . 401(K) EXPENSE RELATED TO PAYROLL EXPENSE ADJ. #1

OPERATING INCOME ADJUSTMENT no. 6 . INSURANCE EXPENSE

OPERATING INCOME ADJUSTMENT no. 7 - TEST YEAR DEPRECIATION EXPENSE

OPERATING INCOME ADJUSTMENT no. 8 - PROPERTY TAX COMPUTATION

OPERATING INCOME ADJUSTMENT no. g . RATE CASE EXPENSE

OPERATING INCOME ADJUSTMENT no. 10 . INCOME TAX EXPENSE

COST OF CAPITAL

WAR-10

WAR-11

WAR-12

WAR-13

WAR-14

WAR-15



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System

Schedule WAR-1
Page 1 of 1

REVENUE REQUIREMENT

COMPANY

OCRB/FVRB OCRB/FVRB

DESCRIPTION

Adjusted Original Cost/Fair Value Rate Base 7.169.218 $ 6.985.207

Adjusted Operating Income (Loss)
517.717 $ 588.137

Current Rate of Return (L2 / L1 )
7.22% 8.42%

Required Operating Income (L5 X Lt ) 703.606 545.431

Required Rate of Return on Fair Value RateBase

Operating Income Deficiency (L4 - LE)
185.889 (42,706)

Gross Revenue Conversion Factor (wAR-1, Page 2)
1 .6286 1 .6286

Required Increase in Gross Revenue Requirement (L7X LE)
302,745

Adjusted Test Year Revenue
2.588.849 2.553.472

Proposed Annual Revenue (Le + LE)
2.891.594 2.4B3.919

Required Percentage Increase in Revenue (LBI LE)
11.69%

Consolidated Revenue Adjustment (Lakeside/Overgaard) $ (23,271) $

Required Increase in Gross Revenue Under Company Proposed Consolidation $ 279.355 $

Required Revenue Under Company Proposed Consolidation s 2.868.204 s

Required Percentage Increase in Revenue Under Company Proposed Consolidation
10.79%

Rate of Return on Common Equity
12.40% 833%

References
Column (A): Company Schedules A-1 and C-t
Column (B): RUCO Schedule WAR-2, WAR-7, and WAR»13
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System

Schedule WAR-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI -LE)
Revenue Conversion Factor(LI ILL)

1.0000
0.3860
0.6140

5
6
7
8
9
10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (LE - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X La)
Combined Federal And State Income Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31 .6309%
38.5989%

$ 545,431
588,137

11
12
13

Required Operating Income (Sch. WAR-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g inc. (Loss) (Sch. WAR-1, Pg 1, C (B), LE)
Required Increase In Operating income (L11 - L12) $ (42,706)

Income Taxes On Recommended Revenue (Col. (D), L31) 180,014
Income Taxes On Test Year Revenue (Col. (D), L32) 206,860
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$14
15
16

17 Total Required Increase In Revenue (L13 + L16)

$

$

(26,846)

(69,552)

L23)

RUCO
Recommended
$ 2,483,2119

1,758,474
259,075
466,370
6.9680%

$

$ 32,497

$
$
$
$
$
$

433,873
7,500
6,250
8.500

91,650
33,617

18
19
20
21
22
23
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX

Revenue (Sch. WAR-1, Pg 1, Col. (B). L12)
Operating Expense Excluding Income Tax (WAR-7,Col. (E), L27 - L22
Synchronized Interest (Col. (C), L37)

Arizona Taxable lnoome (L18 - L19 - L20)
Arizona State lnoome Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 .. $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State income Tax (L23 + L30)

$
$

147,517
180,014

32
33

Test Year Combined Income Tax, RUCO as Adjusted (WAR-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 . L32) (See WAR-6, Col. (D)» L23)

$
$

206,860
(26,846)

34.00%
34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24)

$ 6,985,207
3.71%

259,075

35
36
37

CALCULATION OF INTEREST SYNCHRONIZATIOn
Rate Base (so.WAR-2,Col. (Cl- L17)
Weighted Avg. Cost of Debt (Sch. WAR-16, Col. (F), L1 )
Synchronized Interest (L35 X L36) $
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System
Schedule WAR-2

Page 1 of 1

RATE BASE u ORIGINAL COST

DESCRIPTION

(A)
COMPANY
AS FILED

OCRBIFVRB

(B)
RUCO

OCRBIFVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ $

(313,824)
1,767

1,416,933

2,184,518

72,344

11,151,870

895,919
15,723,3527

Plant Classification

Intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission & Distribution Plant

General Plant
Total Gross Plant in Service

1,767

1,730,757

2,184,518

72,344

11,151,870

903,362
16,044,619 $

(7,444)
(321,268) $

8
9

Accumulated Depreciation
Net Utility Plant In Service (Sum L1 & LE)

(4,088,030)
11,956,589 $

209,297
(111 ,970) $

(3,878,733)
11,844,619

10 Advances In Aid Of Const (2,366,968) $ $ (2,366,968)

$ $

13

Contribution In Aid of Const
Accumulated Amortization of CIAC

NET CIAC (L5 + L6)

<1 ,691 ,94o)
370,501

(1 ,321 ,439) $ $

(1 ,691 ,940)
370,501

(1 ,321 ,439)

14 Deferred Income Tax $ $ (1 ,188,230)

17,22515

(1 ,188230)

89,266 $ (72,041 ) $Allowance for Working Capital

Net Regulatory Asset / (Liability) $ $

17
18

Rounding
TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16) 7,169,218

$
$

- $
(184,011) $ 6,985,207

References
Column (A): Company Schedule B-1
Column (B): Schedule WAR-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System
Schedule WAR-5

Page 1 of 1

EXPLANATION OF RATE BASE ADJUSTMENT no. 2
POST TEST-YEAR PLANT - PHOENIX OFFICE

(B) (C) (D)(A)
COMPANY
ADJUSTED
TY PLANT

$ 40

POST TY

ADDITIONS

$

REMOVE
PTY PLANT

$

1 ,727
220,858
14,337

1 ,495,561
7,953

110,147
2,066,419

ACCT
no.
301
302
303

310. 1
310.3
310.4
314
320
321
325
328
330
331
332
340
342
343
344
345
346
348
389
390

390.1
391
393
394
395
396
397
398

ACCOUNT NAME
Organization
Franchises
Other intangibles
Water Rights
Other Source of Supply Land
Wells - Other
Wells
Pumping Plant Land
Pumping Plant Structures & lmprm'ts
Electtric Pumping Equipment
Gas Engine Equipment
Water Treatment Plant Land
Water Treatment Structures & lmprm'ts
Water Treatment Equipment
Transmission and Distribution Land
Storage Tanks
Transmission & Distribution Mains
Fire Sprinkler Taps
Services
Meters
Hydrants
General Plant Land
General Plant Structures
Leasehold improvements
Office Furniture 8~ Equipment
Warehouse Equipment
Tools, Shop 8< Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Rounding

120,057

3-FACTOR
ALLOCATOR

6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%
6.20%

7.444

TOTAL PTY WATER PLANT

397
71 ,947
23,558

673,012
6,911,952

79,165
2,528,006

325,314
610,863

1,995
104,383
136,137
408,019

3,877
72,767

638
4,909

145,753
24,885

1
16,044,619
16,044,619

$ 120,057
120,057

$ 7.444
7,444

Company As Filed
Difference

$
$
$ $ $

LINE

NO.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

RUCO PTY Plant Adjustment

RUCO PTY Accumulated Depreciation Plant Adjustment
l$

References:
Column (A): Company Schedules B-2
Column (B): Post Test Year Phoenix Office Plant Allocation
Column (C): 3-Factor Allocator
Column (D): Adjustment
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System
Schedule WAR-6

Page 1 of 2

EXPLANATION OF RATE BASE ADJUSTMENT no. 6
ALLOWANCE FOR WORKING CAPITAL

(A) (B)

DESCRIPTION AMOUNT R E F E R E N C E

$ Company Schedule B-5, PG. 1
RUCO Schedule W AR-6, Page 2

Line 2 - Line 1

Working Cash Requirement Per Company
Working Cash Requirement Per RUCO
Adjustment $

23,629
(48,412)
(72,041)

$ 445
445

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 5 - Line 4

Material and Supplies Inventories Per Company
Material and Supplies Inventories Per RUCO
Adjustment $

$ 31,894
31,894

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 8 - Line 7

Required Bank Balances Per Company
Required Bank Balances Per RUCO
Adjustment s

10 $ 33,298
33,298

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 11 - Line 1012

Prepayments & Special Deposits Per Company
Prepaymernts & Special Deposits Per RUCO
Adjustment

13 TOTAL ADJUSTMENT (See WAR-2, Column (K))

$

$ (72,041) Sum of Lines 3, 6, 9 & 12



Arizona Water Company
Docket No,W-01445A-08-0440
Test Year Ended December St, 2007

Lakeside System
Schedule WAR-6

Page 2 of 2

EXPLANATION OF RATE BASE ADJUSTMENT no. 6 - CONT'D
LEADILAG DAY SUMMARY

EXPENSES
AS ADJUSTED

(LEAD)/LAG DOLLAR

DESCRIPTION

COMPANY
EXPENSES
AS FlLED ADJUSTM'TS

$ $181 .940
500.941 (18,770) 4B2.171

7
18

7
18 (45.27 )

(46.50 )
(8.92)154.73B 154.673

373.234
225.485
49.672

(10,333)
(77,968)
(17,175)
(2,984)

32.497

Operating Expenses
Purchased Power
Payroll
Purehased Water
Chemicals
Property a. Liability Insurance
Workman's Compensation Insurance
Health insurance
Other Operating & Maintenance Expenses
Federal Current income Taxes
State Current Income Taxes
FICA Taxes
FUTA 8. SUTA Taxes
Property Taxes
Registration, Svc. Contracts, & Misc. Fees
Retirement Annuities (401k)

116.684
35.236

(11,180)

(1,524)

105.504
35
49.550

212.00
(98.83)

6,535,285
6.750.392

(136)
156.712
(833,446)
(430,544)

(1,379,684)
11.197.020
5.458.127
1 .202.377

541 .238
82

22.366.91 g
(3,482,374)
1.720.375

Subtotal 1 _7'{8_663 (139,999) 1538.564 49.880.113

Synchronized Interest
Cost of Equity

265.900
437.706

(6,825)
(437,706)

$ 259.075 91.25 S 23,640,592

Subtotal 703,606 $ (444,531 ) $ 259.075 $ 23,640,592

$ 2,482,269 $ (5B4,530) $ 1,897,739 $ 73,520,705

Expense Lag

Revenue Lag

Line 17, Col. (E)/(C)

Company B-5 Schedules

Line 18 - Line 17 (9.31 )

$ 1 ,897,739

(48,412)

Net Lag

RUCO Adjusted Expenses

Cash Working Capital

Company As Filed

Col. (C), Line 16

Line 19 X Line 20 / 365 Days

Co. Schedule B-6, Page 1 23.629

Difference Line 21 - Line 22 $

$

(72,041)

ADJUSTMENT Line 27

Expense Lag Days Used in the Last Western Group Rate Case
pendent on System

RUCO reviewed several invoices from a number of companies with terms of net 30 days

References
Column (A): - Company Schedule B-5
Column (B): RUCO Operating income Adjustments (See Schedule WAR-7)
Column (C): Column (A) + (B)
Column (D): - Company Schedule B-5
Column (E): Column (C) X Column (D)



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System
Schedule WAR-7

Page 1 of 1

OPERATING INCOME

LINE
no. DESCRlPT\ON

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROWD

CHANGES

(E)
RUCO

AS
RECOMM'D

$ 55 (28,518)
(6,399)

(112)

$ $ $1
2
3
4
5
6

Operating Revenues
Residential
Commercial
industrial
Private Fire Service
Other Water Revenues

Total Water Revenues $

2,158,058
374,740

5,354
1,557

23,656
2,563,364 $

(442)
(35,472) $

2,129,540
368,341

5,241
1 ,557

23,213
2,527,892 $

(125,992)
44,815

(611)
6,243
5,778

(69,766) $

2,003,548
413,156

4,631
7,800

28,992
2,458,126

7
8

Miscellaneous
Total Operating Revenues

$
$

25,579
2,588,943

$
$ (35,472)

$
$

25,579
2,553,472

$
$

214
(69,552)

$
$

25,793
2,483,919

$ 1,233
5,184

$ $ 1,233
5,184

$ $ 1,233
5,184

181,940 181,940 181,940

9
10
11
12
13
14
15
16
17
18
19
20

Operating Expenses
Source of supply Expenses:

PurchasedWater
Other

Pumping Expenses:
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense $

53,677
28,463

290,447
275,893

686
506,659

1,344,181 $
(121 ,412)
(121,412) $

53,677
28,463

290,447
275,893

686
385,247

1222,769 $ $

53,677
28,463

290,447
275,893

686
385,247

1 ,222,769

21 Depreciation & Amortization Expenses $ 416,943 35 (18,874) $ 398,068 $ $ 398,068

$ $ $ $ (22,000)
(4,846)

$22
23
24
25
26

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes $

129,724
28,577

116,684
35,117

310,102 $

39,793
8,766

<11 ,180)
(2,984)
34,395 $

169,517
37,343

105,504
32,133

344,497 $ (26,846) $

147,517
32,497

105,504
32,133

317,651

27
28

Total Operating Expenses
Operating Income

$
$

2,071,225
517,717

$
$

(105,892)
70,420

$
$

1,965,334
588,137

$
$

(26,846)
(42,706)

$
$

1,938,488
545,431

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
WAR-8, Columns (B) Thru (I)
Column (A) + Column (B)
WAR-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System
Schedule WAR-9

Page 1 of 3

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1
PAYROLL EXPENSE

DESCRIPTION RUCO DR 1.11.d

Normalize Over-Time Over 4 Years
2005 OT Hours
2006 OT Hours
2007 OT Hours
2008 OT Hours

15.008.5
18.080.0
28.1325
17.530.0

Total OT Hours for 2005
Divided by 4 Years

2008 78.751.0
4

19.687.8

28.132.5

8.444.8

See NOTE

302.744

/u)l

m

Normalized Level of OT Hours/Yr

OT Hours in Test Year

Amount of Abnormal TY OT Hours

Multiplied by Average OT Hrly. Rate

Total Abnormal OT Dollars in TY

3-Factor Allocator Per District

RUCO Adjustment [u>

24.94%
4.98%
2.58%
1.68%
2.28%

White Tank

32
33
34

3-Factor Allocator Bv District
Superstition
Bisbee
Sierra Vista
San Manuel
Oracle
Winkelman
Miami
Casa Grande
Stanfield

4.98%
26.55%
0.27%

Coolidge
Lakeside
Overgaard
Sedona
Pinewood
Rimrock

3.99%
8.45%
2.95%

36
37
38
39
40

42
43
44

Calculation Notes
Average of Hourly Rate
OT Hourly Rate 1.5

$ 21.65

The Company calculated the average hourly rate for overtime in response to data request
All~11.6 to be $35.85. RUCO accepts that rate in making its payroll adjustments



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System
Schedule WAR-9

Page 2 of 3

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
PAYROLL TAX EXPENSE ASSOCIATED WITH RUCO ADJUSTMENT 1

LINE
no. DESCRIPTION

(A)
PER

RUCO DR 1.11.d

$ 302.744

6.20%

18.770

1
2
3
4
5
6
7
8
g

10
11

$

Payroll Tax Expense:

Total Abnormal OT Dollars in TY

3-Factor Allocator Per District

RUCO Allocated Payroll by District

Pavroll Tax Expense Allocator Bv Group:

RUCO Payroll Tax Expense Allocator by Group

RUCO payroll Tax Expense Adjustment 1 rb

15.90%

£4,9844
1 3
1 4
1 5
1 6
1 7
1 8
1 9
2 0
21
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
3 0
31
3 2
3 3
3 4
3 5
3 6
3 7
3 8
3 9
4 0
41

Payroll Tax Expense Allocator By Group:
Eastern Group
Western Group
Northern Group

7.47%
11.65%
15 90%



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System
Schedule WAR-9

Page 3 of 3

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 3
PAYROLL 401(K) EXPENSE ASSOCIATED WITH RUCO ADJUSTMENT 1

DESCRiPTION RUCO DR 1.11.d

302.744

18.770

Payroll 401(K) Expense

Total Abnormal OT Dollars in TY

3-Factor Allocator Per District

RUCO Allocated Payroll by District

Payroll 401 (K) Expense Allocator By Group

RUCO Payroll 401 (K) Expense Allocator by Group

RUCO Payroll 401(K) Expense Adjustment [:>

8.12%

o44)l

32
33

35
36

38
39
40

Pavroll Tax ExDense Allocator Bv Group
Eastern Group
Western Group
Northern Group

8.39%

8.12%



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System
Schedule WAR-10

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 6
INSURANCE EXPENSE

(B) (C)
INCREASE/

(DECREASE)
LONG~TERM
DISABILITY
PER RUCO

LINE
no .

1

(A)
INCREASE/

(DECREASE)
LONG-TERM
DISABILITY

PER COMPANY
RUCO

ADJUSTMENT

Svstem

Eastern Group
Superstition

Apache Junction
$ 2,224 $ (273) $ 1 ,950

Superior
Bisbee
Sierra Vista
San Manuel
Oracle
Saddlebrook
Winkelman
Miami

Subtotal $

122
115

5
25
5
0

(338)
2, 157 $

(45)
(38)
(20)
(20)

(0)
(2)

(40)
(439) $

77
77

(16)
5
4

(2)
(378)

1,71 a

Western Group
Casa Grande
Stanfield
White Tank
Ajo
Coolidge

Subtotal $

2,137
20

148
58

(127)
2,235 $

(298)

(3)
(22)
(9)

(62)
(393) s

1,839
17

126
49

(189)
1,842

Norlhem Group
Lakeside
Overgaard
Sedona
Pinewood
Rimrock

Subtotal $

570
507
445
199
87

1 .809 $

(65)
(55)
(84)
(38)
(16)

(257) $

506
452
361
162
71

1 .551

2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33 Total Company $ 6,201 s (1 ,090) $ 5,111 (a)

REFERENCE

COLUMN (A): COMPANY WORKPAPER "GROUP INSURANCE" TAB LTD
COLUMN (B): COMPANY WORKPAPER "GROUP INSURANCE" TAB LTD
COLUMN ac); COMPANY WORKPAPER "GROUP INSURANCE" TAB LTD

NOTES:

(a) CALCULATED AS FOLLOWSz PER
COMPANY

RUCO
ADJUSTMENT

PER
RUCO REFERENCE

0.0036 0.0036 COMPANY WORKPAPER - "GROUP INSURANCE" TAB LTD

$ 302,744 COMPANY WORKPAPER - "GROUP INSURANCE)

LINE 1 X LINE 2

1 Current Rate per Payroll Dollar $

2 Pro Forma Payroll Dollars $

3 Pro Forma LTD _ Total Company $

$

$

$

4 Y/E Number of Customers

11,095,569

39,944

83,825

38,854

6,201

$

$ 10,792,825

$ 38,854

$ 83,825

$ 38,854

$ 5,111

COMPANY WORKPAPER - "GROUP INSURANCE)

COMPANY WORKPAPER . -GROUP INSURANCE)

COMPANY WORKPAPER . "GROUP INSURANCE)

5 Pro Forma 2007 LTD - Spread

6 Increase l (Decrease)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System
Schedule WAR-11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7
TEST YEAR DEPRECIATION EXPENSE

ACCOUNT NAME

(A)
RUCO
PLANT

VALUE

(C)
TEST YEAR

DEPRECIATION

EXPENSE

$ 40 $

1 ,727
220,858
14,337

36,9881,181,737
7,953

110,147
2,066,419

3,150
121,505

10
2,058

13,460
123,724

1,583
60,167
14,802
11,118

2.610

ACCOUNT
NO.
301
302
303

310. 1
310.3
310.4
314
320
321
325
328
330
331
332
340
342
343
344
345
346
348
389
390

390.1
391
393
394
395
396
397
398

(B)
COMPANY

PROPOSED

DEP. RATES
0.00%

See Acct. 111
See Acct. 111

0.00%
0.00%

See Acct. 111
3.13%
0.00%
2.86%
5.88%
4.00%
0.00%
2.50%
2.86%
0.00%
2.00%
1.79%
2.00%
2.38%
4.55%
1.82%
0.00%
2.50%

See Acct. 108.2
6.67%
5.00%
4.00%
5.00%
6.67%
6.67%
3.33%

26,718
194

2,911
32

327
9,722

829

Organization
Franchises
Other intangibles
Water Rights
Other Source of Supply Land
Wells - Other
Wells
Pumping Plant Land
Pumping Plant Structures & lmprm'ts
Electtric Pumping Equipment
Gas Engine Equipment
Water Treatment Plant Land
Water Treatment Structures & lmprm'ts
Water Treatment Equipment
Transmission and Distribution Land
Storage Tanks
Transmission & Distribution Mains
Fire Sprinkler Taps
Services
Meters
Hydrants
General Plant Land
General Plant Structures
Leasehold Improvements
Office Furniture & Equipment
Warehouse Equipment
Tools, Shop & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Rounding
TEST YEAR GROSS PLANT AND DEPRECIATION EXPENSE $

397
71,947
23,558

673,012
6,911,952

79,165
2,528,006

325,314
610,863

1,995
104,383
136,137
400,575

3,877
72,767

638
4,909

145,753
24,885

2
15,723,352 $ 431,907

AMORTIZATION OF CONTRIBUTIONS (1,691,940) 2.00%

Rounding
TOTAL DEPRECIATION EXPENSE $

(33,839)

398,069

Company As Filed
Difference $

416,943
(18,874)

RUCO Adjustment (See WAR-8. Column (B)) $ (18,874)

LINE

no .
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54

3-Factor Allocator Bv District:
Superstition 24,94%
Bisbee 4.98%
Sierra Vista 2.5B%
San Manuel 1.88%
Oracle 2.28%
Winkelman 0.22%
Miami 4.98%
Casa Grande 26.55%
Stanfield 027%

White Tank
Ajo
Coolidge
Lakeside
Overgaard
Sedona
Pinewood
Rimrock

2.37%
0.81 %
5.27%
6.20%
3.99%
8.45%
2.95%
1 .48%



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System
Schedule WAR-12

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 8

PROPERTY TAX COMPUTATION

DESCRIPTION REFERENCE

Calculation Of The Compar\y's Full Cash Value

$
Annual Operating Revenues

Adjusted Revenues In Year Ended December 2007
Adjusted Revenues In Year Ended December 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

Sch. WAR-7, Col (C), Ln 8
Sch. WAR-7, Col (c). Ln 8
Sch. WAR-7, Col (E), Ln 8

Sum Of Lines 1, 2 & 3
Line 4 /3

$

2,553,472
2.553.472
2.483.919
7,590,863
2.530.288

Two Times Three Year Average Operating Revenues Lir le 5x2 $ 5,060,575

10% Of Construction Work In Progress ("CWIP")
Test Year CWIP

of CWIP

Company Schedule E
Line 7 X 10%

$ 92.577

$

SUBTRACT
Transportation At Book Value

Original Cost Of Transportation Equipment
Acc. Dep. Of Transportation Equipment

Net Book Value Of Transportation Equipment

Company Workpapers
Company Workpapers

Line 9 + Line 10 $ (97,318)

Company's Full Cash Value ("FCV") Sum Of Lines 6, 8 8= 11 $ 4,972,515

Calculation Of The Company's Tax Liability

13
14

MULTIPLY
FCV X Valuation Assessment Ratio X Property Tax Rates

Assessment Ratio
Assessed Value

House Bill 2779
Line 12 X Line 13 $ 1,118,816

15
16

Company Workpapers
Company Workpapers

Line 15 + Line 16

Property Tax Rates
Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability
Property Tax
Tax On Parcel

105.504

Line 14 X Line 17 105.504
18 Company's Total Tax Liability - Based On Full Cash Value

Co. Sch. C-1 116.684
19 Test Year Adjusted Property Tax Expense As Filed

20 Decrease In Property Tax Expense Line 18 - Line 19 $ (11,180)

RUCO Adjustment (See WAR-8, Column (C)) Line 20 $ (11,180)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Lakeside System
Schedule WAR-13

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 9

RATE CASE EXPENSE

DESCRIPTION

COMPANY

ESTIMATE ADJUSTMENT AS ADJUSTED

Rate Case Expense Total $ 500.000 (200,000) $ 300,000

Allocation Factor 6.20%

Lakeside System (Line 1 X Line 2) 18,600

Amortization Period - 3 Years 3

RUCO Adjusted Rate Case Expense (Line 3 / 3 Years) 6,200

10,333Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Rate Case Expense (Lines 5 - 6) (4,133)

RUCO Adjustment (Line 7) (See WAR-8, Column (E)) (4,133)

24.94% White Tank 2.37%
0.81%

1.68%

Coolidge
Lakeside
Overgaard
Sedona
Pinewood
Rim rock

6.20%
3.99°/<
8.45%
2.95%
1.48%

3-Factor Allocator By District
Superstition
Bisbee
Sierra Vista
San Manuel
Oracle
Winkelman
Miami
Casa Grande
Stanfield

26.55%



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Lakeside System

Schedule WAR-14

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 10

INCOME TAX EXPENSE

DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES

Operating Income Before Taxes Sch. WAR-7, Column (c), L28 + L22 + L23 794.997

Arizona State Tax

Interest Expense

Federal Taxable Income

Line 11

Note (A) Line 21

Line 1 - Line 2 - Line 3 $

37.343

259.075

498.579

Federal Tax Rate

Federal Income Tax Expense

Sch, WAR-1, Pg 2, Col. (D), L34
Line 4 X line 5

34.00%

169.517

STATE INCOME TAXES

Operating Income Before Taxes Line 1 794.997

Interest Expense

State Taxable Income

Note (A) Line 21
Line 7 - Line 8

259.075

535.922

Stale Tax Rate Tax Rate

State Income Tax Expense Line 9 X Line 10 37.343

Line 6

Line 11

Line12 + Line 13

$ 169.517

37.343

206.860

TOTAL INCOME TAX EXPENSE

Federal Income Tax Expense

State Income Tax Expense
Total Income Tax Expense Per RUCO s

Total Federal Income Tax Expense Per Company (Per Company Sch. C-1, L30) 129.724

Total State Income Tax Expense Per Company (Per Company Sch. C-1, L31 ) 28.577

RUCO Federal Income Tax Adjustment Line 12 _ Line 15 39,793

RUCO State Income Tax Adjustment Line 13 - Line 16 8,766

19

20

$ 6.985.207

3.71%
259.075

NOTE (A)
Interest Synchronization
Adjusted Rate Base (Sch. WAR-2, Col. (H), L17)
Weighted Cost Of Debt (Sch. WAR-16 Col. (F), L1)
interest Expense (L18 X L19) $

I
I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System
Schedule TJC-15

Page 1 of 1

COST OF CAPITAL

(C)

DOLLAR

AMOUNT

CAPITAL COST

RATE

(D)
WEIGHTED

COST
RATEDESCRIPTION

Long-Term Debt $ 75,000,000 50.76% 7.31% 3.71 %

72.744.646 49.24% 8.33% 4.10%Common Equity

Total Capitalization $ 147,744,646 100.00%

WEIGHTED AVERAGE COST OF CAPITAL 7.81%l

References
Columns (A) Thru (D): Testimony, WAR

I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Overgaard System

TABLE OF CONTENTS TO WAR SCHEDULES

PAGE
no. TITLE

REVENUE REQUIREMENT ANDGROSS REVENUE CONVERSIONFACTORwAR-1 1 &2

WAR-2 1 RATE BASE

WAR-3 1 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

WAR-4 DIRECT PLANT 1 TO 7 RATE BASE ADJUSTMENT NO, 1 - PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

WAR-4 PHOENIX OFFICE 'I TO 5 RATE BASE ADJUSTMENT no. 1 - PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

WAR-4 METER SHOP 1 TO 5 RATE BASE ADJUSTMENT no. 1 - PLANT a ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

WAR-5 1 RATE BASE ADJUSTMENT no, 2 - REMOVE POST TEST-YEAR PLANT FOR PHOENIX OFFICE

TESTIMONY RATE BASE ADJUSTMENT no. 3 - REMOVE PLANT AND RETIREMENTS INCLUDED IN RATE APPLICATION

RATE BASE ADJUSTMENT no. 4 . INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no. 5 - INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no. 6 .. WORKING CAPITAL AND LEAD/LAG STUDY

OPERATING INCOME

SCH.
no.

WA R-6

WA R-7

WAR-8

WA R-9

WA R-9

WAR-9

WAR-10

WAR-11

WAR-12

WA R-13

WA R-14

WAR-15

1 &2

1

1 SUMMARY OF OPERATING INCOME ADJUSTMENTS

1 OF 3 OPERATING INCOME ADJUSTMENT no. 1 - PAYROLL EXPENSE

2 OF 3 OPERATING INCOME ADJUSTMENT no. 2 - PAYROLL TAX EXPENSE RELATED TO PAYROLL EXPENSE ADJ. #1

3 OF 3 OPERATING INCOME ADJUSTMENT no. 3 - 401(K) EXPENSE RELATED TO PAYROLL EXPENSE ADJ. #1

1 OPERATING INCOME ADJUSTMENT no. 6 - INSURANCE EXPENSE

1 OPERATING INCOME ADJUSTMENT no. 7 - TEST YEAR DEPRECIATION EXPENSE

1 OPERATING INCOME ADJUSTMENT no. 8 - PROPERTY TAX COMPUTATION

1 OPERATING INCOME ADJUSTMENT NO. g - RATE CASE EXPENSE

1 OPERATING INCOME ADJUSTMENT no. 10 - INCOME TAX EXPENSE

1 COST OF CAPITAL



Arizona Water Company
Docket NO_ W-01445A-08-0440
Test Year Ended December 31, 2007

Overgaard System

Schedule WAR- 1

Page 1 of 1

REVENUE REQUIREMENT

LINE

no. DESCRIPTION

(A)
COMPANY

OCRB/FVRB

COST

(B)
Ruco

OCRB/FVRB
COST

1 Adjusted Original Cost/Fatr Value Rate Base $ 3,338,584 $ 3,252,625

2 Adjusted Operating Income (Loss) S 369,890 $ 433,876

3 CurrentRate of Return(L2 /LI ) 11.08% 13.34%

4 Required Operating Income (LE X L1) s 327,657 $ 253,977

5 Required Rate of Return on Fair Value Rate Base 9.81% 781 %

6 Operating Income Deficiency (LE - L2) $ (42,232) $ (179,898)

7 Gross Revenue Conversion Factor (WAR-1, Page 2) 1 .6288 1 .5408

8 Required Increase in Gross Revenue Requirement (L7 X Le) l$ <68,781)l $ (277,1 as) |

9 Adjusted Test Year Revenue s 1,688,342 $ 1,686,498

10 Proposed Annual Revenue (L8 + LE) $ 1,617,561 $ 1,409,315

11 RequiredPercentage Increase inRevenue (LB / LQ) -408% -1644%

12 Consolidated Revenue Adjustment (Lakeside/Overgaard) $ 23,27t $

13 Required Increase in Gross Revenue Under Company Proposed Consolidation $ (45,030) $

14 Required Revenue Under Company Proposed Consolidation $ 1,640,619 $

15 Required Percentage Increase in Revenue Under Company Proposed Consolidation _2.67%

16 Rate of Recur on Common Equity 1240% 8.33%

References:
Column (A): Company Schedules A~1 and C-1
Column (B): RUCO Schedule WAR»2, WAR-7, and WAR-13

I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Overgaard System
Schedule WAR-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

DESCRIPTION (B) (C) (D)

CALCULATION OF GROSS REVENUE CONVERSION FACTOR

Revenue
Combined Federal And State Tax Rate (L10)

Subtotal (LI - L2)

Revenue Conversion Factor (LI ILL)

1 .0000
0.3510
0.6490

CALCULATION OF EFFECTIVE TAX RATE
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable income (Ls - LE)
Applicable Federal income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X L8)
Combined Federal And State Income Tax Rate (LB + LE)

100.0000%
6.9680%

93.03209
30.2364%
28.1295%
35.0975%

$ 253,977
433.876

Required Operating Income (Sch. WAR-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. WAR-1, Pg 1, C (B), LE)
Required Increase In Operating Income (L11 - L12) $ (179,898)

Income Taxes On Recommended Revenue (Col. (D), L31)
Income Taxes On Test Year Revenue (Col. (D), L32)
Required Increase In Revenue To Provide For Income Taxes (L14

$ 72.107
169.391

L15)

Total Required Increase In Revenue (L13 + L16)

$ (97,284)

$ (277,183)

RUCO
Recommended
$ 1,409,315

1,083,231
120,637
205,447
6.9680%

$

$ 14,316

$
$
$
$
$
$

191,132
7,500
6,250
8,500

35,541

CALCULATION OF INCOME TAX

Revenue (Sch. WAR-1, Pg 1, Col. (B), L12)
Operating Expense Excluding Income Tax (WAR-7, Col. (E), L27 - L22 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

57,791
72,107

Test Year Combined Income Tax, RUCO as Adjusted (WAR-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See WAR-6, Col. (D). L23)

$
$

169,391
(97,284)

Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 30.24%

$
CALCULATION OF INTEREST SYNCHRONIZATION
Rate Base (Sch. WAR-2, Col. (C), L17)
Weighted Avg. Cost of Debt (Sch. WAR-16, Col. (F), LI)
Synchronized Interest (L35 X L36) $

3,252,625
3.71%

t20,637
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Overgaard System
Schedule WAR-2

Page 1 of 1

RATE BASE . ORIGINAL COST

DESCRIPTION

(A)
COMPANY
AS FILED

OCRBIFVRB

(B)
RUCO

OCRBIFVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ $ 1,111

709,152

588,420

58,991

8,818,945

723,997
10,900,615

7

Plant Classification

Intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission & Distribution Plant

General Plant
Total Gross Plant in Service

1 ,111

709,152

588,420

58,991

8,818,945

728,787
10,905,405 $

(4,790)
(4,790) $

Accumulated Depreciation
Net Utility Plant In Service (Sum L1 8= L2)

(3,542,894)
7,362,511 $

789
(4,001) $

(3,542,105)
7,358,510

10 Advances In Aid Of Const $ (1,420,695) $ $ (1 ,420,695)

$ $ $

$

(2,543,592)
613,170

(1 ,930,422)12
13

Contribution In Aid of Const
Accumulated Amortization of CIAC

NET CIAC (L5 + LE)

(2,543,592)
613,170

(1,930,422) $

14 Deferred Income Tax $ $ $ (764,684)

9,916$

(764,684)

91,873 $ (81 ,957) s

16

Allowance for Working Capital

Net Regulatory Asset / (Liability) $ $

17
18

Rounding
TOTAL RATE BASE (Sum L`s 3, 4, & 7 Thru 16) 3,338,584

$
s (85,959)

$
$ 3,252,625

References
Column (A): Company Schedule B-1
Column (B): Schedule WAR-3
Column (C): Column (A) + Column (B)
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$ (4,790)

Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Overgaard System
Schedule WAR-5

Page 1 of 1

EXPLANATION OF RATE BASE ADJUSTMENT no. 2
POST TEST-YEAR PLANT l PHOENIX OFFICE

(8) (C) (D)(A)
COMPANY
ADJUSTED
TY PLANT

s 26

POST TY

ADDITIONS
$

REMOVE
PTY PLANT

$

1,085
116,245
15,826

577,081
600

36,187
551 ,634

166
58,825
29,568

665,214
5,538,713

38,261
1,691 ,013

225,602
630,571

ACCT

no.
301
302
303

310. 1
310. 3
310.4
314
320
321
325
328
330
331
332
340
342
343
344
345
346
348
389
390

390.1
391
393
394
395
396
397
398

ACCOUNT NAME
Organization
Franchises
Other intangibles
Water Rights
Other Source of Supply Land
Wells - Other
Wells
Pumping Plant Land
Pumping Plant Structures 8< lmprm'ts
Electtric Pumping Equipment
Gas Engine Equipment
Water Treatment Plant Land
Water Treatment Structures & lmprm'ts
Water Treatment Equipment
Transmission and Distribution Land
Storage Tanks
Transmission & Distribution Mains
Fire Sprinkler Taps
Services
Meters
Hydrants
General Plant Land
General Plant Structures
Leasehold Improvements
Office Furniture & Equipment
Warehouse Equipment
Tools, Shop & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Rounding

120,057

3-FACTOR
ALLOCATOR

3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%
3.99%

4,790

TOTAL PTY WATER PLANT

225,338
52,508

261 ,752
235

58,727
548

3.810
113,533
12,340

(1)
10,905,405
10,905,405

$ 120,057
120,057

$ 4,790
4,790Company As Filed

Difference

$
$
s $ $

LINE
no.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

RUCO PTY Plant Adjustment

RUCO PTY Accumulated Depreciation Plant Adjustment 1$ 160 |

References:
Column (A): Company Schedules B-2
Column (B): Post Test Year Phoenix Office Plant Allocation
Column (C): 3-Factor Allocator
Column (D): Adjustment
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Overgaard System
Schedule WAR-6

Page 1 of 2

EXPLANATION OF RATE BASE ADJUSTMENT no. 6

ALLOWANCE FOR WORKING CAPITAL

(A) (B)
LINE
no. DESCRIPTION AMOUNT R E F E R E N C E

$ Company Schedule B-5, PG. 1
RUCO Schedule WAR-6, Page 2

Line 2 - Line 1

1

2

3

Working Cash Requirement Per Company
Working Cash Requirement Per RUCO
Adjustment $

48,580
(33,377)
(81,957)

$ 1,339
1,339

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 5 - Line 4

4
5
6

Material and Supplies Inventories Per Company
Material and Supplies inventories Per RUCO
Adjustment $

$ 20,525
20,525

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 8 - Line 7

7
8
g

Required Bank Balances Per Company
Required Bank Balances Per RUCO
Adjustment $

10
11
12

Prepayments & Special Deposits Per Company
Prepayments & Special Deposits Per RUCO
Adjustment

$ 21,429
21,429

Company Schedule B-5, PG, 1
Company Schedule B-5, PG. 1

Line 11 _ Line 10

13 TOTAL ADJUSTMENT (See WAR-2, Column <K))

$

$ (81 ,sa57> Sum of Lines 3, 6,9 &12



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

DESCRIPTION

EXPLANATION OF RATE BASE ADJUSTMENT no. 6 . CONT'D
LEADILAG DAY SUMMARY

COMPANY
EXPENSES
AS FILED

626.570
105.005
23
26.800

71.171
22.262

RUCO
ADJUSTM'TS

$

I- l l l II

(B)

(12,079)

(55)
(6,650)

(47,214)
(8,816)
(1,920)

(C)
RUCO

EXPENSES
AS ADJUSTED

$

(LEAD)/LAG
DAYS

(D)

(45.
(46
(8.92)

27)
50)

Overgaard System
Schedule WAR-6

Page 2 of 2

$

DOLLAR
DAYS

(E)

37.00
14.00
83.10

(5,088) 212.00

Operating Expenses
Purchased Power
Payroll
Purchased Water
Chemicals
Property & Liability Insurance
Workman's Compensation Insurance
Health Insurance
Other Operating & Maintenance Expenses
Federal Current income Taxes
State Current Income Taxes
FICA Taxes
FUTA & SUTA Taxes
Property Taxes
Registration, Svc. Contracts, & Misc. Fees
Retirement Annuities (401k)

22.676
22.942 (981)

71,171
10,183

58
5,009

11,919
5,959

69,452
619,920
57,791
14,316
24,880

641
60,091
22,676
21,961

(98.83)
34 72

2,556,462
142,555

(6)
122,743

(539,573)
(277,094)
(619,513)

18,597,535
2,138,281

529,676
348,314
53,267

12,739,199
(2,241 ,059)

762,476

Subtotal 1 .079.809 (82,784) 997,025 34,313,303

Synchronized Interest
Cost of Equity

123,825
203.832

$ (3,188)
(203,832)

$ 120,637 91.25 $ 11,008,118

Subtotal 327,657 $ (207,020 ) $ 120,637 $ 11,00B,118

Total $ 1 ,407,466 $ (289,804) $ 1,117,662 $ 45,321,422

Expense Lag Line 17, Col. (EM (C) 40.55

Revenue Lag Company B-5 Schedules 29.65

Net Lag Line LB - Line 17 (10.90)

RUCO Adjusted Expenses Col. (C), Line 16 $ 1,117,662

CashWorking Capital Line 19 X Line 20 / 365 Days (33,377)

Company As Filed Co. Schedule B-6, Page 1 48,580

D ifferen Ce Line 21 - Line 22 $ (81 ,957)

ADJUSTMENT Line 27 $ (81,957)

Expense Lag Days Used in the Last Western Group Rate Case
Dependent on System
RUCO reviewed several invoices from a number of companies with terms of net 30 days.

References
Column (A): - Company Schedule B-5
Column (B): RUCO Operating Income Adjustments (See Schedule WAR-7)
Column (C): Column (A) + (B)
Column (D): - Company Schedule B~5
Column (E): Column (C) X Column (D)



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Overgaard System
Schedule WAR-7

Page 1 of 1

OPERATING INCOME

DESCRIPTION

COMPANY
AS

FILED
TEST YEAR
ADJM'TS

TEST YEAR
AS ADJ'TED

PROP'D
CHANGES RECOMM'D

55 1,521,187
129.575

$ 137
16

$ 1,521,324
129.591

$ (276,030)
(7,045)

$ 1245,294
122.546

4

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
OtherWater Revenues

Total Water Revenues $
9

1,661,920 $ 156 $ 1,662,076 $ (277,396) $

6
10.840

1,384,680

Miscellaneous
Total Operating Revenues $

24,422
1 ,686,342

$
$ 156 $

24,422
1 ,686,498

$
$ (277,183) $

24.635
1,409,315

58
4

71.171 71.171 71.171

43.94143.941
14.733

237.473
207.198

43.941
14.733

237.473
207.198

237.473
207.198

20

Operating Expenses
Source of Supply Expenses

Purchased Water
Other

Pumping Expenses
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense $
279.673
859,072 $

(67,752)
(67,752) $

211.922
791,321 $ $

211.922
791,321

21 Depreciation & Amortization Expenses 55 214,780 $ (3,796) $ 210.984 $ $ 210,984

22 $ $ $ 1351762
33530

$ (77,970)
(19,314)

$

24
25
26

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes $

126,761
27.924
65.159
22.756

242,600 $

9,001
5
(5,068)
(1 ,920)
7,717 $

20.836
250,317 $ (97,284) $

57.791
14.316
60.091
20.836

153,033

27
28

Total Operating Expenses
Operating Income

$ 1,316,453 $ (63,830)
63,986

$
$

1,252,622
433,876

$

35

(97,284)
(179,899)

$

35

1,155,338
253,977

References
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
WAR-8, Columns (B) Thru (I)
Column (A) + Column (B)
WAR-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Overgaard System
Schedule WAR-9

Page 1 of 3

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1
PAYROLL EXPENSE

DESCRIPTION RUCO DR 1.11.d

Normalize Over-Time Over 4 Years
2005 OT Hours
2006 OT Hours
2007 OT Hours
2008 OT Hours

15.008.5
18.0800
28,132.5
17.530.0

Total OT Hours for 2005
Divided by 4 Years

2008 78.751.0
4

19,687.8

28.1325

8.444.8

See NOTE

302.744

Normalized Level of OT Hours nr

OT Hours in Test Year

Amount of Abnormal TY OT Hours

Multiplied by Average OT Hrly. Rate

Total Abnormal OT Dollars in TY

3-Factor Allocator Per District

RUN() Adjustment l:i> U/W!

24.94%
Mm

White Tank

2.28%
0.22%

Coolidge
Lakeside
Overgaard
Sedona
Pinewood
Rimrock

0.81 %
5.27%
6.20%

m,
8.45%
2.95%
1.48%

3-Factor Ailocator By District
Superstition
Bisbee
Sierra Vista
San Manuel
Oracle
Winkelman
Miami
Casa Grande
Stanfield

26.55%
0.27%

42

44

Calculation Notes
Average of Hourly Rate
OT Hourly Rate 1.5

$ 21.65

The Company calculated the average hourly rate for overtime in response to data request
All-11.6 to be $35.85. RUCO accepts that rate in making its payroll adjustments
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Overgaard System
Schedule WAR-9

Page 2 of 3

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
PAYROLL TAX EXPENSE ASSOCIATED WITH RUCO ADJUSTMENT 1

LINE
no. DESCRIPTION

(A)
PER

RUCO DR 1.11.d

$ 302.744

3.99%

12.079$

Pavroll Tax Expense:

Total Abnormal OT Dollars in TY

3-Factor Allocator Per District

RUCO Allocated Payroll by District

Pavroll Tax Expense Allocator By Group:

RUCO Payroll Tax Expense Allocator by Group

RUCO payroll Tax Expense Adjustment \u>

15.90%

l'l,94U)l

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41

Pavroll Tax Expense Allocator By Group:
Eastern Group
Western Group
Northern Group

7.47%
11.65%
15.90%
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Overgaard System
Schedule WAR-9

Page 3 of 3

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 3
PAYROLL 401(K) EXPENSE ASSOCIATED WITH RUCO ADJUSTMENT 1

DESCRIPTION

(A)
PER

RUCO DR 1.11.d

$ 302.744

3.99%

12.079$

Payroll 401(K) Expense

Total Abnormal OT Dollars in TY

3-Factor Allocator Per District

RUCO Allocated Payroll by District

Pavroll 401 (K) Expense Allocator Bv Group

RUCO Payroll 401 (K) Expense Allocator by Group

RLJCO payroll 401(K) Expense Adjustment lu

8.12%

l§:*6.l)l

Payroll Tax Expense Allocator BV GrouD
Eastern Group
Western Group
Northern Group

8.39%
8.45%
8.12%



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Overgaard System
Schedule WAR-10

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. G
INSURANCE EXPENSE

(B) (C)
INCREASE/

(DECREASE)
LONG-TERM
DISABILITY
PER RUCO

(A)
INCREASE/

(DECREASE)
LONG-TERM
DISABILITY

PER COMPANY
RUCO

ADJUSTMENT

Svstem1
2
3
4

Easter Group
Superstition

Apache Junction

$ 2,224 $ (273) $ 1 ,950

Superior
Bisbee
Sierra Vista
San Manuel
Oiacie
Saddlebrook
Winkelman
Miami

122
115

5
25
5
0

(338)
2,157 $

77
77

(16)
5
4

(2)
(378)

1,118
13
14 Subtotal $ $

(45)
(38)
(20)
(20)
(0)
(2)

(40)
(439)

16 Wester Group
Casa Grande
Stanfield
White Tank

Coolidge
Subtotal $

2,137
20

148
58

(127)
2,235 $

(298)
(3)

(22)
(9)

(52)
(393) $

1,839
17

126
49

(189)
1,842

24 Norther Group
Lakeside
Overgaard
Sedona
Pinewood
Rimrock

Subtotal $

570
507
445
199
87

1 ,809 $

(65)
(55)
(84)
(38)
(16)

(257) $

506
452
361
162
71

1 ,551

33 Total Company $ 6,201 $ (1,090) $ 5,111 (a)

REFERENCE

COLUMN (A):
COLUMN (B):
COLUMN ac);

COMPANY WORKPAPER "GROUP INSURANCE" TAB LTD
COMPANY WORKPAPER "GROUP INSURANCE" TAB LTD
COMPANY WORKPAPER "GROUP INSURANCE" TAB LTD

NOTES

(a) CALCULATED AS FOLLOWS. PER
COMPANY

RUCO
ADJUSTMENT

PER
RUCO REFERENCE

0.0036 COMPANY WORKPAPER - "GROUP INSURANCE" TAB LTD

$ 302,744 COMPANY WORKPAPER - "GROUP INSURANCE)

LINE 1 x LINE 2

4 Y/E Number of Customers

1 Current Rate per Payroll Dollar S

2 Pro Forma Payroll Dollars $

3 Pro Forma LTD - Total Company $

$

$

$

5 Pro Forma 2007 LTD - Spread

11,095,569

39,944

83,825

38,854

6,201

$ 0.0036

$ 10,792,825

$ 3B,854

s 83,825

$ 3B,854

s 5,111

COMPANY WORKPAPER . "GROUP INSURANCE)

COMPANY WORKPAPER - "GROUP INSURANCE)

COMPANY WORKPAPER . "GROUP INSURANCE)6 Increase/(Decrease)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Overgaard System
Schedule WAR-11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1
TEST YEAR DEPRECIATION EXPENSE

ACCOUNT
NO ACCOUNT NAME

(A)
RUCO
PLANT
VALUE

(C)
TEST YEAR

DEPRECIATION
EXPENSE

$ 26 $

1 ,085
116,245
15,826

37

18,063577,081
600

36,187
551,634

1 ,035
32,436

4
1 ,682

166
58,825
29,568

665,214
5,538,713

38,261
1 ,691,013

225,602
630,571

13,304
99,143

765
40,246
10,265
11 ,476

5,633

( B )
C O M P A N Y
PROPOSED

DEP. RATES
0.00%

See Acct. 111
See Acct. 111

0.00%
0.00%

See Acct. 111
3.13%
0.00%
2.86%
5.88%
4.00%
0.00%
2.50%
2.86%
0.00%
2.00%
1.79%
2.00%
2.38%
4.55%
1.82%
0.00%
2.50%

See Acct. 108.2
6.67%
5.00%
4.00%
5.00%
6.67%
6.67%
3.33%

17,139
12

2,349
27

254
7,573

411

Organization
Franchises
Other intangibles
Water Rights
Other Source of Supply Land
Wells - Other
Wells
Pumping Plant Land
Pumping plant Structures & lmprm'ts
Electtric Pumping Equipment
Gas Engine Equipment
Water Treatment Plant Land
Water Treatment Structures & lmprm'ts
Water Treatment Equipment
Transmission and Distribution Land
Storage Tanks
Transmission & Distribution Mains
Fire Sprinkler Taps
Services
Meters
Hydrants
General Plant Land
General Plant Structures
Leasehold Improvements
Office Furniture & Equipment
Warehouse Equipment
Tools, Shop & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Rounding
TEST YEAR GROSS PLANT AND DEPRECIATION EXPENSE $

225,338
52,508

256,962
235

58,727
548

3,810
113,533
12,340

(1 )
10,900,615 $ 261 ,856

AMORTIZATION OF CONTRIBUTIONS (2,543,592) 2.00%

Rounding
TOTAL DEPRECIATION EXPENSE $

(50v872)

210,984

Company As Filed
Difference $

RUCO Adjustment (See WAR-8, Column (B)) $

214,780
(3,796)

(3,796)

3-Factor Allocator Bv District
Superstition 24.94%
Bisbee
Sierra Vista
San Manuel
Oracle
Winkelman
Miami
Casa Grande

0.22%

white Tank
Ajo
Coolidge
Lakeside
Overgaard
Sedona
Pinewood
Rimrock

2.37%
0.81%
5.27%
6.20%
3.99%
8.45%
2.95%
1.48%26.55%

0.27%



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

LINE

no.

9
10
11

12

13
14

1
2
3
4
5

6

7
8

Calculation Of The Company's Full Cash Value:

ADD:
10% Of Construction Work In Progress ("CWIP"):

Test Year CWIP
10% of CWIP

SUBTRACT:
Transportation At Book Value:

Original Cost Of Transportation Equipment
Acc. Dap. Of Transportation Equipment

Net Book Value Of Transportation Equipment

Ca\culation Of The Company's Tax Liability:

MULTIPLYz
FCV X Valuation Assessment Ratio X Property Tax Rates:

Assessment Ratio
Assessed Value

Two Times Three Year Average Operating Revenues

Annual Operating Revenues:
Adjusted Revenues In Year Ended December 2007
Adjusted Revenues In Year Ended December 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

Company's Full Cash Value ("FCV")

DESCRIPTION

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 8

PROPERTY TAX COMPUTATION

Sch. WAR-7, Col (c). Ln 8
Sch. wAR-7, Col (c), Ln 8
Sch. WAR-7, Col (E). Ln 8

Sum of Lines 1, 2 & 3
Line 4 / 3

Sum Of Lines 6, 8 8¢ 11

CompanyWorkpapers
Company Workpapers

Line 9 + Line 10

Company Schedule E
Line 7 X 10%

REFERENCE

House Bill 2779
Line 12 X Line 13

Line 5X 2

$

$

$

$

1 ,686,498
1 ,686,498
1 ,409,315

4,782,311
1 ,594,104

(A)

3,725

Overgaard System
Schedule WAR-12

Page 1 of 1

$

$

$

$

3,188,207

3,134,615

(B)

(53,965)

373

v¢5.§ea

15
16

17

Company Workpapers
Company Workpapers

Line 15 + Line 16

8.52%
0.00%
8.52%

Property Tax Rates:
Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability
Property Tax
Tax On Parcel

$ 60,091

18 Company's Total Tax Liability - Based On Full Cash Value Line 14 X Line 17 $ 60,091

19 Test Year Adjusted Property Tax Expense As Filed Co. Sch. C-1 65,159

20 Decrease In Property Tax Expense Line 18 - Line 19 $ (5,068)

21 RUCO Adjustment (See WAR-8, Column (C)) Line 20 $ (5,068)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Overgaard System
Schedule WAR-13

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 9

RATE CASE EXPENSE

LINE
no. DESCRIPTION

(A)
COMPANY

ESTIMATE

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 Rate Case Expense Total $ 500,000 $ (200,000) $ 300,000

2 Allocation Factor 3.99%

3 Overgaard System (Line 1 X Line 2) $ 11,970

4 Amortization Period - 3 Years 3

5 RUCO Adjusted Rate Case Expense (Line 3 /3 Years) $ 3,990

6 $

$

6,650

7

Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Rate Case Expense (Lines 5 - 6) (2,660)

8 RUCO Adjustment (Line 7) (See WAR-8, Column (E)) $ (2,660)

3~Factor Allocator BV District:
Superstition
Bisbee
Sierra Vista
San Manuel
Oracle
Winkelman
Miami
Casa Grande
Stanfield

24.94%
4.98%
2.58%
1 .68%
2.28%
0.22%
4.98%
26.55%
0.27%

White Tank
Ajo
Coolidge
Lakeside
Overgaard
Sedona
Pinewood
Rim rock

2.37%
0.81 %
5.27%
6.20%
3.99%
8.45%
2.95%
1.48%



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Overgaard System

Schedule wAR-14

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 10

INCOME TAX EXPENSE

DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES

Operating Income Before Taxes Sch. WAR-7, Column (c), L28 + L22 + L23 603.267

Arizona State Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 21

Line 1 - Line 2 - Line 3 $

33.630
120.637
449.000

Federal Tax Rate
Federal Income Tax Expense

Sch. WAR-1, Pg 2, Col. (D). L34
Line 4 X line 5

30.24%
135.762

STATE INCOME TAXES

Operating Income Before Taxes Line 1 603.267

lnierest Expense
State Taxable Income

Note (A) Line 21
Line 7 .. Line 8

120.637
482.630

State Tax Rate Tax Rate

State Income Tax Expense Line 9 X Line 10 33.630

TOTAL INCOME TAX EXPENSE
Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO

Line 6
Line 11

Line12 + Line 13

135.762
33.630

169.391

Total Federal Income Tax Expense Per Company (Per Company Sch. C-1, L30) 126.761

Total State lnoome Tax Expense Per Company (Per Company Sch. C-1, L31) 27.924

RUCO Federal Income Tax Adjustment Line 12 - Line 15 $ 9,001

RUCO State Income Tax Adjustment Line 13 - Line 16 [es

I
5,705 I

$ 3.252.625

NOTE (A)
Interest Synchronization
Adjusted Rate Base (Sch. WAR-2, Col. (H), L17)
Weighted Cost of Debt (Sch. WAR-16 Col. (F)» L1)
Interest Expense (L18 X L19) $ 120.637

I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Overgaard System
Schedule TJC-15

Page 1 of 1

COST OF CAPITAL

(C)

CAPITAL

(D)
WEIGHTED

COST
RATEDESCRIPTION

DOLLAR

AMOUNT

COST

RATE

Long-Term Debt $ 75,000,000 50.76% 7.31% 3.71%

72.744.646 49.24% 8.33% 4.10%Common Equity

Total Capitalization $ 147,744,646 100.00%

WEIGHTED AVERAGE COST OF CAPITAL 7.81%l

References
Columns (A) Thru (D): Testimony, WAR

I
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ArizonaWater Company
Docket No, W-01445A-08-0440
Test Year Ended December 31, 2007

Sedona System

TABLE OF CONTENTS TO WAR SCHEDULES

PAGE
no. TITLE

WAR-1 1 & 2 REVENUE REQUIREMENTAND GROSS REVENUE CONVERSION FACTOR

WAR-2 1 RATE BASE

WAR-3 1 SUMMARY OF ORIGINAL cosT RATE BASE ADJUSTMENTS

RATE BASE ADJUSTMENT no. 1 . PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENTWAR-4 DIRECT PLANT 1 TO 7

WAR-4 PHOENIX OFFICE 1 TO 5 RATE BASE ADJUSTMENT no. 1 . PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

WAR-4 METER SHOP 1 TO 5 RATE BASE ADJUSTMENT no. 1 - PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

WAR-5 1

TESTIMONY

RATE BASE ADJUSTMENT no. 2 . REMOVE POST TEST-YEAR PLANT FOR PHOENIX OFFICE

RATE BASE ADJUSTMENT no. 3 . REMOVE PLANT AND RETIREMENTS INCLUDED IN RATE APPLICATION

RATE BASE ADJUSTMENTNO. 4 . INTENTIONALLY LEFtBLANK

RATE BASE ADJUSTMENT no.5 . INTENTIONALLY LEFT BLANK

WAR-8 1 & 2 RATE BASE ADJUSTMENT no. 6 - WORKING CAPITAL AND LEAD/LAG STUDY

WAR-7 1 OPERATING INCOME

WAR-8 1 SUMMARY OF OPERATING INCOME ADJUSTMENTS

WAR-9 1 OF 3 OPERATING INCOMEADJUSTMENT no. 1 PAYROLL EXPENSE

PAYROLL TAX EXPENSE RELATED TO PAYROLL EXPENSE ADJ. #1WAR-9 2OF 3 OPERATING INCOME ADJUSTMENT no.2

WAR-9 3 OF 3 OPERATING INCOME ADJUSTMENT no. 3

OPERATING INCOME ADJUSTMENTno. 6

401 (K) EXPENSE RELATED TO PAYROLL EXPENSE ADJ. #1

INSURANCE EXPENSEWAR-10 1

WAR-11 1 OPERATING INCOME ADJUSTMENT no. 7 - TEST YEAR DEPRECIATION EXPENSE

WAR-12 1 OPERATING INCOME ADJUSTMENT no. 8 . PROPERTY TAX COMPUTATION

WAR-13 1 OPERATING INCOME ADJUSTMENT no. g . RATE CASE EXPENSE

WAR-14 1 OPERATING INCOME ADJUSTMENT no. 10 - INCOME TAX EXPENSE

SCH.
no.

WAR-15 1 COST OF CAPITAL
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Sedona System
Schedule WAR-1

Page 1 of 1

REVENUE REQUIREMENT

LINE
NO. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB
COST

1 Adjusted Original CosVFair Value Rate Base $ 1B,018,530 $ 14,673,180

2 Adjusted Operating Income (Loss) $ 424,708 $ 546,742

3 Current Rate of Return (L2/ LI) 2.36% 3 .73%

4 Required Operating Income (LE X LI) $ 1,758,385 $ 1,145,738

5 Required Rate of Return on Fair Value Rate Base 9.81 % 7.81%

6 Operating Income Deficiency (L4 - L2) $ 1343,679 $ 598,995

7 Gross Revenue Conversion Factor (WAR-1, Page 2) 1 .5286 1 .6286

8 Required Increase in Gross Revenue Requirement (L7 X LE)

g AdjustedTest Year Revenue $ 3,521,124 $ 3,518,537

10 Proposed Annual Revenue (L8 + LE) $ 5,709,488 $ 4,494,082

11 62.15% 27.73%

12

Required Percentage Increase in Revenue (L8 / LE)

Consolidated Revenue Adjustment (Sedona/Pinewood/Rimrock) s 216,885 $

13 Required Increase in Gross Revenue Under Company Proposed Consolidation $ 2,404,707 $

14 Required Revenue Under Company Proposed Consolidation $ 5,926,065 $

15 Required Percentage Increase in Revenue Under Company Proposed Consolidation 88.29%

16 Rate of Return on Common Equity 12.40% 8.33%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule WAR-2,WAR-7, and WAR-13
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Arizona Water Company
Docket No. W~01445A-08-0440
Test Year Ended December 31, 2007

Sedona System
Schedule WAR-1

Page 2 off

GROSS REVENUECONVERSION FACTOR

DESCRIPTION (A) (B) (C) (D)

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:

Revenue
Combined Federal And State Tax Rate (L10)

Subtotal (LI .. LE)
Revenue Conversion Factor(LI /LE)

1.0000
0.3860
0.6140

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - L6)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X LB)
Combined Federal And State Income Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31.6309%
38.5989%

$ 1 ,145,738
546,742

Required Operating Income (Sch. WAR-1, Pg 1, C (B), L4)
Adj'd T,Y. Oper'g Inc. (Loss) (Sch. WAR-1, Pg 1, C (B), LE)
Required Increase In Operating Income (L11 - L12) $ 598,995

Income Taxes On Recommended Revenue (Col. (D), L31) 378,138
Income Taxes On Test Year Revenue (Col. (D), L32) 1,589
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$

Total Required Increase In Revenue (L13 + L16)

$

$

376,549

975,545

L22-L23)

RUCO
Recommended
$ 4,494,082

2,970,206
544,215
979,661
6.9680%

$

$ 68,263

$
$
$
$
$
$

911,398
7,500
6,250
a,500

9t,650
195,975

CALCULATION OF INCOME TAX
Revenue (Sch. WAR-1, Pg 1, Col. (B), L12)

Operating Expense Excluding Income Tax (WAR-7, Col. (E), L27
Synchronized interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 _ L23)
Fed. Tax on 1st Inc. Bracket ($1 _ $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 _ $10M) @ 34%
Total Federal income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

309,875
378,138

Test Year Combined Income Tax, RUCO as Adjusted (WAR-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See WAR-6, Col. (D), L23)

$
$

t ,589
376,549

Applicable Federal IncomeTax Rate (Col. (D), L30 / Col.(C),L24) 34.00%

CALCULATION OF INTEREST SYNCHRONIZATION:
Rate Base (Sch. WAR-2, Col. (C), L17)
Weighted Avg, Cost of Debt (Sch. WAR-16, Col. (F), LI )
Synchronized Interest (L35 X L36) $

$ 14,673,180
3.71%

544,215
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Sedona System
Schedule WAR-2

Page 1 of 1

RATE BASE no ORIGINAL cosT

LINE
NO. DESCRIPTION

(A)
COMPANY
AS FILED

OCRB/FVRB

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ $ $1
2
3
4
5
e
7

Plant Classification
Intangible Plant
Source of Supply Plant
Pumping Plant
Water Treatment Plant
Transmission & Distribution Plant
General Plant

Total Gross Plant in Service

(3,397,718)
(6,761 )

$

3,287
5,917,390
2,266,429
1,297,124

23,674,185
1,166,200

34,324,616 $

(661,738)
(10,145)

(4,07s,3e2) $

3,2a7
2,519,672
2,259,668
1,297,124

23,012,447
1,156,055

30,248,254

8
9

Accumulated Depreciation
Net Utility Plant in Service (Sum L1& L2) S

(6,146,140)
28,178,476 $

949,332
(3,127,030) $

(5,195,809)
25,051,445

10 Advances InAid Of Const. $ (3,651,412) $ $ (3,651,412)

$ $ $11
12
13

Contribution In Aid of Const.
Accumulated Amortization of CIAC

NET CIAC (L5 + Le) $

(6,396,542)
1,279,254
(5,117,288) $ $

(6,396,542)
1,279,254

(5,117,288)

14 Deferred Income Tax $ (1,619,443) $ $ (1,619,443)

15 Allowance for Working Capital 228,197 $ (218,320) $ 9,878

16 Net Regulatory Asset/ (Liability) $ $ s

17
18

Rounding
TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16)

$
$ 18,018,530

$
$

- s
(3,345,350) $ 14,673,180

References:
Column (A): Company Schedule B-1
Column (B): Schedule WAR-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Sedona System
Schedule WAR-5

Page 1 of 1

EXPLANATION OF RATE BASE ADJUSTMENT no. 2
POST TEST-YEAR PLANT l PHOENIX OFFICE

(B) (C) (D)(A)
COMPANY

ADJUSTED
TY PLANT

$ 55
935

2,297
86,669

161 ,846

POST TY
ADDITIONS

$

REMOVE
PTY PLANT

$

5,668,874
3,805

70,726
2,191,674

223

167,702
1 ,129,423

112,947
1 ,272,723

16,783,007
620,948

2,864,132
563,966

1 ,456,462

ACCT

n o .
301
302
303

310. 1
310.3
310,4
314
320
321
325
328
330
331
332
340
342
343
344
345
346
348
389
390

390. 1
391
393
394
395
396
397
398

ACCOUNT NAME
Organization
Franchises
Other intangibles
Water Rights
Other Source of Supply Land
Wells - Other
Wells
Pumping Plant Land
Pumping Plant Structures & Imprm'ts
Electtric Pumping Equipment
Gas Engine Equipment
Water Treatment Plant Land
Water Treatment Structures & lmprm'ts
Water Treatment Equipment
Transmission and Distribution Land
Storage Tanks
Transmission & Distribution Mains
Fire Sprinkler Taps
Services
Meters
Hydrants
General Plant Land
General Plant Structures
Leasehold Improvements
Office Furniture & Equipment
Warehouse Equipment
Tools, Shop 8. Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment

140,328
161,155
513,013
26,271

102,400
10,228
21,605

160,462
30,738

120,057

3-FACTOR
ALLOCATOR

8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%
8.45%

10,145

TOTAL PTY WATER PLANT fs 120,057
120,057

$ 10,145
10,145Company As Filed

Difference

35 34,324,616
35 34,324,616
$ _ $ $

RUCO PTY Plant Adjustment $ (10,145)l

LINE

NO,
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

40
41
42
43
44
45
46

RUCO PTY Accumulated Depreciation Plan! Adjustment

References:
Column (A): Company Schedules B-2
Column (B): Post Test Year Phoenix Office Plant Allocation
Column (C): 3-Factor Allocator
Column (D): Adjustment

I



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Sedona System
Schedule WAR-6

Page 1 of 2

EXPLANATION OF RATE BASE ADJUSTMENT no. 6
ALLOWANCE FOR WORKING CAPITAL

(A) (B)
LINE
no. DESCRIPTION AMOUNT REFERENCE

1
2
3

$ Company Schedule B-5, PG. 1
RUCO Schedule WAR-5, Page 2

Line 2 - Line 1

Working Cash Requirement Per Company
Working Cash Requirement Per RUCO
Adjustment $

87,691
(130,629)
(218,320)

4
5
6

$ 51,656
51,656

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 5 - Line 4

Material and Supplies Inventories Per Company
Material and Supplies Inventories Per RUCO
Adjustment $

7
8
g

Required Bank Balances Per Company
Required Bank Balances Per RUCO
Adjustment

$ 43,458
43,468

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 8 - Line 7

10
11
12

Prepayments & Special Deposits Per Company
Prepayments & Special Deposits Per RUCO
Adjustment

$

$ 45,383
45,383

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 11 - Line 10

13 TOTAL ADJUSTMENT (See WAR-2, Column (K))

$

$ (218,320) Sum of Lines 3, 6, 9 8. 12
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Arizona Water Company
Docket NO, W-01445A-08-0440
Test Year Ended December 31, 2007

LINE
NO.

21

20

22

25

24

28

26

27

17
18

23

16

19

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15

ll

RUCO reviewed several invoices from a number of companies with terms of net 30 days.

Expense Lag Days Used in the Last Western Group Rate Case.

ADJUSTMENT

Operating Expenses
Purchased Power
Payroll
Purchased Water
Chemicals
Property & Liability Insurance
Workman's Compensation Insurance
Health Insurance
Other Operating & Maintenance Expenses
Federal Current Income Taxes
State Current Income Taxes
FICA Taxes
FUTA & SUTA Taxes
Property Taxes
Registration, Svc. Contracts, & Misc. Fees
Retirement Annuities (401k)

Difference

Synchronized Interest
Cost of Equity

Revenue Lag

Expense Lag

Net Lag

Company As Filed

RUCO Adjusted Expenses

Cash Working Capital

Total

Subtotal

Subtotal

DESCRIPTION

EXPLANATION OF RATE BASE ADJUSTMENT no. 6 - CONT'D
LEADILAG DAY SUMMARY

Line 19 X Line 20 / 365 Days

Co, Schedule B-5, Page 1

Company B-5 Schedules

Line 17, Col. (E) / (c )

Line 18 - Line 17

Line 21 - Line 22

Col. (C), Line 16

$

$

$

$

(A)
COMPANY
EXPENSES
ASFMED

4,988,722

3,220,336

668,291
1,100,095

1,768,385

8,650
25,243
12,519

170,235
1 ,462,349

565,716
124,842
56,756
1 ,358

125,837
4B,046
56,189

518,834
42,663

Line 27

R UCO
ADJUSTM'TS

$

$

$

$ (1,224,171)

$

$ (1,595,781)

$

(124,076)
(1,100,095)

3,392,941

(218,320>

(218,320)

(130,629)

(371,610)

(8)

(84)
(14,083)

(256,841 )
(56,579)
(4,067)

(12,297)

(25,582)

87,691

(14.05)

(2,077)

42.72

28.67

(C)
RUCO

EXPENSES
AS ADJUSTED

$

$

$

$

2,848,726

3,392,941

B,s5o
25,243
12,519

170,151
1 ,44B,2S5

309,875
68,283
52,889
1,358

113,540
48,046
54,1 11

54-4,215

544,215

518,834
17,081

(LEAD)/LAG
DAYS

(D)

20.43
(45.27)
(46.50)

(8.92)

37.00
37.00
14.00
83.10

212.00
(98.83)
34.72

91.25

38

14.00

Sedona Sys tem
Schedule W AR-6

Page 2 of  2

$ 49,659,615

$ 49,559,615

$ 144,955,058

$

DOLLAR
DAYS

95,295,443

176,679
(1,142,751)

(586,784)
(1,517,750)
43,447,980
11,465,385
2,525,722

737,644
112,850

24,070,454
(4,74B,386)
1,878,748

18,636,517
239,135

(E)

References:
Column (A): - Company Schedule B-5
Column (B): RUCO Operating Income Adjustments (See Schedule WAR-7)
Column (C): Column (A) + (B)
Column (D): - Company Schedule B-5
Column (E): Column (C) X Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December it, 2007

Sedona System
Schedule WAR-7

Page 1 of 1

OPERATING INCOME

LINE
NO. DESCRIPTION

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROPD

CHANGES

(E)
RUCO

AS
RECOMM'D

$ $ (1,731)
(828)

2

$ $ $1
2
3
4
5
6

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues $

2,500,263
957,571

315
7,692

25,716
3,492,558 $

(30)
(2,587) $

2,498,532
956,743

317
7,692

26,686
3,489,970 $

581,668
351,686

(22)
30,758
11,149

975,239 $

3,080,200
1,308,430

295
38,450
37,835

4,465,209

7
8

Miscellaneous
Total Operating Revenues

$
$

28,567
3,521,124

$
$ (2,587)

$
$

28,567
3,518,537

$
$

306
975,545

$
$

28,873
4,494,082

$ $ $ $ $
7,247 7,247 7,247

9
10
11
12
13
14
15
16
17
18
19
20

Operating Expenses
Source of Supply Expenses:

Purchased Water
Other

Pumping Expenses:
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense $

518,834
2,626

129,182
319,722
400,194
323,108

2,838
641,077

2,344,827 $
(145,009)
(145,009) $

518,834
2,626

129,182
319,722
400,194
323,108

2,838
496,057

2,199v817 $ $

518,834
2,626

129,182
319,722
400,194
323,108

2,838
496,067

2,199,817

21 Depreciation & Amortization Expenses $ 731,033 $ (117,962) $ 613,071 $ $ 613,071

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes

$ $ $ $ 308,573
67,976

$22
23
24
25
26 $

(125,482)
(27,543)
125,837
47,845
20,557 $

126,784
27,929
(12,297)
(4,067)

138,349 $

1,302
287

113,540
43,778

158,906 $ 376,549 $

309,875
68,263

113,540
43,778

535,456

27
28

Total Operating Expenses
Operating Income

$
$

3,096,417
424,708

$
$

(124,622)
122,034

$
s

2,971,795
546,742

$
$

376,549
598,995

$
$

3,348,344
1,145,738

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
WAR-8, Columns (B) Thru (I)
Column (A) + Column (B)
WAR-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

LINE
no.

Total OT Hours for 2005 - 2008
Divided bye Years

Amount of Abnormal TY OT Hours

OT Hours in Test Year

Multiplied by Average OT Hrly. Rate

Total Abnormal OT Dollars in TY

Normalized Level of OT Hours/Yr.

3-Factor Allocator Per District

Normalize Over-Time Over 4 Years:
2005 OT Hours
2006 OT Hours
2007 OT Hours
2008 OT Hours

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1
PAYROLL EXPENSE

DESCRIPTION

See NOTE

$

(A)
PER

RUCO DR 1.11.d

Sedona System
Schedule WAR-9

Page 1 of 3

19,687.8

28,132.5

8,444.8

35.85

15,008.5
18,080.0
28,132.5
17,530.0

78,751 .0
4

302,744

Russo Adjustment

2.37%
3-Factor Allocator By District:
Superstition
Bisbee
Sierra Vista
San Manuel
Oracle
Winkelman
Miami
Casa Grande
Stanfield

24.94%
4.98%
2.58%
1 .68%
2.28%
0.22%
4.98%

26.55%
0.27%

White Tank
Ajo
Coolidge
Lakeside
Overgaard
Sedona
Pinewood
Rimrock

0.81%
5.27%
6.20%
3.99%
8.45%
2.95%
1.48%

1
2
3
4
5
6
7
8
9

1 0
11
1 2
13
14
15
18
1 7
18
1 9
2 0
21
22
2 3
2 4
2 5
2 6
27
2 8
2 9
30
31
32
33
34
35
36
37
38
39
4 0
41
42
43
4 4

Calculation Notes:
Average of Hourly Rate
OT Hourly Rate 1.5

$ 21.65
32.48

NOTE: The Company calculated the average hourly rate for overtime in response to data request
All-11.6 to be $35.85. RUCO accepts that rate in making its payroll adjustments.



Arizona Water Company
Docket No. W~01445A-08-0440
Test Year Ended December 31. 2007

Sedona System
Schedule WAR-9

Page 2 of 3

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
PAYROLL TAX EXPENSE ASSOCIATED WITH RUCO ADJUSTMENT 1

LINE
(A)

PER
RUCO DR 1.11.dDESCRIPTION

$ 302.744

8.45%

25.582

1
2
3
4
5
6
7
8
9

1 0
11

$

Pavroll Tax Expense:

Total Abnormal OT Dollars in TY

3-Factor Allocator Per District

RUCO Allocated Payroll by District

Payroll Tax Expense Allocator Bv Group:

RUCO Payroll Tax Expense Allocator by Group

RUCO Payroll Tax Expense Adjustment l=:>

15.90%

l4,u0/)l
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41

Pavroll Tax Expense Allocator Bv Group:
Eastern Group
Western Group
Northern Group

7.47%
11.65%
15.90%



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Sedona System
Schedule WAR-9

Page 3 of 3

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 3
PAYROLL 401(K) EXPENSE ASSOCIATED WITH RUCO ADJUSTMENT 1

LINE
(A)

PER
RUCO DR 1.11.dDESCRIPTION

$ 302.744

8.45%

25.582

1
2
3
4
5
6
7
8
9
10
11

$

Payroll 401(K) Expense:

Total Abnormal OT Dollars in TY

3-Factor Allocator Per District

RUCO Allocated Payroll by District

Payroll 401 (K) Expense Allocator Bv Group:

RUCO Payroll 401 (K) Expense Allocator by Group

RUCO Payroll 401(K) Expense Adjustment l:1>

8.12%

l2,U//)l
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41

Payroll Tax Expense Allocator By Group:
Eastern Group
Western Group
Northern Group

8.39%
8.45%
8.12%



Arizona Water Company
Docket No. W-01445A-0B-0440
Test Year Ended December 31, 2007

Sedona System
Schedule WAR-10

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 6
INSURANCE EXPENSE

(B)

LINE
no.

(A)
INCREASE/

(DECREASE)
LONG-TERM
DISABILITY

PER COMPANY
RUCO

ADJUSTMENT

(C)
INCREASE/

(DECREASE)
LONG-TERM
DISABILITY
PER RUCO

Svstem

Eastern Group
Superstition

Apache Junction

$ 2,224 $ (273) $ 1 ,950

Superior
Bisbee
Sierra Vista
San Manuel
Oracle
Saddlebrook
Winkelman
Miami

Subtotal $

122
115

5
25
5
o

(338)
2,157 $

(45)
(38)
(20)
(20)
(0)
(2)

(40)
(439) $

77
77

(16)
5
4

(2)
(378)

1,718

Western Group
Casa Grande
Stanfield
White Tank
Ago
Coolidge

Subtotal $

2,137
20

148
58

(127)
2,235 $

(298)

(3)
(22)
(9)

(62)
(393) $

1,839
17

126
49

(189)
1,842

Norther Group
Lakeside
Overgaard
Sedona
Pinewood
Rimrock

Subtotal $

570
507
445
199
87

1 ,809 $

(65)
(55)
(84)
(38)
(16)

(257) s

506
452
361
162
71

1 ,551

1
2
3
4
5
5
7
B
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33 Total Company $ 6,2o1 $ (1,090) $ 5,111 (a)

REFERENCE

COLUMN (A): COMPANY WORKPAPER "GROUP INSURANCE" TAB LTD
COLUMN (B): COMPANY WORKPAPER "GROUP INSURANCE" TAB LTD
COLUMN (c): COMPANY WORKPAPER "GROUP INSURANCE' TAB LTD

NOTES:

(a) CALCULATED AS FOLLOWS: PER
COMPANY

RUCO
ADJUSTMENT

PER
RUCO REFERENCE

0.0036 0.0036 COMPANY WORKPAPER _ "GROUP INSURANCE" TAB LTD

$ 302,744 COMPANY WORKPAPER . "GROUP INSURANCE)

LINE 1 X LINE 2

4 Y/E Number of Customers

1 Current Rate per Payroll Dollar $

2 Pro Forma Payroll Dollars S

3 Pro Forma LTD - Total Company $

$

$

s

5 Pro Forma 2007 LTD - Spread

11 ,095,569

39,944

83,825

38,854

6,201

$

$ 10,792,825

$ 38,B54

$ 83,825

$ 38,854

$ 5,111

COMPANY WORKPAPER . "GROUP INSURANCE)

COMPANY WORKPAPER . "GROUP INSURANCE)

COMPANY WORKPAPER - "GROUP INSURANCE)6 Increase/(Decrease)
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Arizona Water Company
Docket No. W-01445A-08-0_40
Test Year Ended December 31, 2007

Sedona System
Schedule WAR-11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7
TEST YEAR DEPRECIATION EXPENSE

ACCOUNT NAME

(A)
RUCO
PLANT

VALUE

(C)
TEST YEAR

DEPRECIATDON

EXPENSE
$ 55

935
2,297

86,689
161 ,846

$

2,271,155
3,805

70,726
2,184,913

223

71,087

2,023
128,473

9

167,702
1 ,129,423

112,947
1,272,723

16,121,269
620,948

2,864,132
563,966

1 ,456,462

4,193
32,301

25,454
288,571
12,419
68,166
25,660
26,508

ACCOUNT

no.
301
302
303

310. 1
3108
310 4
314
320
321
325
32B
330
331
332
340
342
342
344
345
345
348
389
390

3901
391
393
394
395
396
397
398

140,328
161 I 155
502,869
26,271

102,400
10,228
21,605

160,462
30,738

(B)
COMPANY

PROPOSED

DEP, RATES
0.00%

See Acct 111
See Acct. 111

0.00%
0.00%

See Acct. 1 11
3.13%
0.00%
2.86%
5.88%
4.00%
0.00%
2.50%
2.86%
0.00%
2.00%
1.79%
2.00%
2.38%
4.55%
1.82%
000%
2.50%

See Acct. 108.2
5.67%
5.00%
4.00%
5.00%
6.67%
6.67%
3.33%

3,508

33,541
1,314
4,096

511
1,441

10,703
1,024

Organization
Franchises
Other intangibles
Water Rights
Other Source of Supply Land
Wells - Other
Wells
Pumping Plant Land
Pumping Plant Structures & lmprm'ts
Electtric Pumping Equipment
Gas Engine Equipment
Water Treatment Plant Land
Water Treatment Structures & Imprm'ts
Water Treatment Equipment
Transmission and Distribution Land
Storage Tanks
Transmission & Distribution Mains
Fire Sprinkler Taps
Services
Meters
Hydrants
Geneial Plant Land
General Plant Structures
Leasehold Improvements
Office Furniture & Equipment
Warehouse Equipment
Tools, Shop & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Rounding
TEST YEAR GROSS PLANT AND DEPRECIATION EXPENSE $ 30,248,254 741 ,002

AMORTIZATION OF CONTRIBUTIONS (6,396,542) 2.00%
Rounding

TOTAL DEPRECIATION EXPENSE $

(127,931)

613,071

Company As Filed
Difference s

731,033
(117,962)

RUCO Adjustment (See WAR-8, Column (B)) $ (117,962)

3-Factor Allocator Bv District
Superstition 24.94%
Bisbee 4.98%
Sierra Vista 2.58%
San Manuel 1.68%
Oracle 2.28%
Winkelman 0.22%
Miami 4.98%
Casa Grande 26.55%
Stanfield 0.27%

White Tank
Ago
Coolidge
Lakeside
Overgaard
Sedona
Pinewood
Rimrock

2.37%
0.81%
527%
6.20%
3.99%
845%
295%
1 CB%



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

LINE

no.

9
10
11

12

13
14

1

2
3
4
5

6

7
8

ADD:
10% Of Construction Work In Progress ("CWIP"):

Test Year CWIP
10% Of CWIP

SUBTRACT:
Transportation At Book Value:

Original Cost Of Transportation Equipment
Acc. Dep. Of Transportation Equipment

Net Book Value Of Transportation Equipment

Calculation Of The Company's Full Cash Value:

MULTIPLYz
FCV X Valuation Assessment Ratio X Property Tax Rates:

Assessment Ratio
Assessed Value

Calculation Of The Company's Tax Liability:

Annual Operating Revenues:
Adjusted Revenues In Year Ended December 2007
Adjusted Revenues In Year Ended December 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

Two Times Three Year Average Operating Revenues

Company's Full Cash Value ("FCV")

DESCRIPTION

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 8

PROPERTY TAX COMPUTATION

Sch_ WAR»7, Col (c). Ln 8
Sch. WAR-7, Col (C), Ln 8
Sch. WAR-7, Col (E), Lm 8

Sum Of Lines 1, 2 & 3
Line 4 / 3

Sum Of Lines 6, 8 & 11

Company Workpapers
Company Workpapers

Line 9 + Line 10

Company Schedule E
Line 7 X 10%

REFERENCE

House Bill 2779
Line 12 X Line 13

I

Line 5 X 2

$

$

$

$

$

3,518,537
3,518,537
4,494,082

11,531,156
3,843,719

3,262,159

(A)

Sedona System
Schedule WAR-12

Page 1 of 1

$

$

$

$ 7,835,740

7,687,437

(B)

(177,913)

326,216

l l l I u

15
16

17

Company Workpapers
Company Workpapers

Line 15 + Line 16

6.44%
0.00%
6.44%

Property Tax Rates:
Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability
Property Tax
Tax On Parcel

$ 113,540

18 Company's Total Tax Liability - Based On Full Cash Value Line 14 x Line 17 $ 113,540

19 Test Year Adjusted Property Tax Expense As Filed Co. Sch, C-1 125,837

20 Decrease In Property Tax Expense Line 18 - Line 19 $ (12,297)

21 RUCO Adjustment (See WAR-8, Column (C)) Line 20 $ (12,297)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Sedona System
Schedule WAR-13

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 9

RATE CASE EXPENSE

LINE
no. DESCRIPTION

(A)
COMPANY
ESTIMATE

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 Rate Case Expense Total $ 500,000 $ (200,000) $ 300,000

2 Allocation Factor 8.45%

3 Sedona System (Line 1 X Line 2) $ 25,350

4 Amortization Period - 3 Years 3

5 RUCO Adjusted Rate Case Expense (Line 3 / 3Years) $ 8,450

6 $

7

Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Rate Case Expense (Lines 5 - 6) $

8 RUCO Adjustment (Line 7) (See WAR-8, Column (E)) $

14,083

(5,533)

(5,633)

3-Factor Allocator By District:
Superstition
Bisbee
Sierra Vista
San Manuel
Oracle
Winkelman
Miami
Casa Grande
Stanfield

24.94%
4.98%
2.58%
1.68%
2.28%
0.22%
4.98%
26.55%
0.27%

White Tank
Ajo
Coolidge
Lakeside
Overgaard
Sedona
Pinewood
Rim rock

2.37%
0.81%
5.27%
6.20%
3.99%
8.45%
2.95%
1.48%



$ 27,929

Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Sedona System

Schedule wAR-14

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 10

INCOME TAX EXPENSE

(A) (B)
LINE
no. DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES:

1 Operating Income Before Taxes

LESS:

Arizona State Tax

Interest Expense

Federal Taxable Income

Sch. wAR-7, Column (c), L28 + L22 + L23 $ 548,331

2

3

4

Line 11

Note (A) Line 21

Line 1 - Line 2 - Line 3 $

287

544,215

3,829

5

6

Federal Tax Rate

Federal Income Tax Expense

Sch. wAR-1, pg 2, Col. (D). L34
Line 4 X line 5 $

34.00%

1,302

STATE INCOME TAXES:

7 Operating Income Before Taxes

LESS:

Interest Expense

State Taxable Income

Line 1 $ 548,331

8

g

Note (A) Line 21
Line 7 - Line 8 $

544,215

4,116

10 Stale Tax Rate Tax Rate 697%

11 State Income Tax Expense Line 9 X Line 10 $ 287

12

13

14

TOTAL INCOME TAX EXPENSE'

Federal Income Tax Expense

State Income Tax Expense
Total Income Tax Expense Per RUCO

Line 6

Line 11

Line12 + Line 13

$

$

1,302

287

1,589

15 Total Federal Income Tax Expense Per Company (Per Company Sch. C-1, L30) (125,482)

16 Total State Income Tax Expense Per Company (Per Company Sch. C-1, L31) (27,643)

17 RUCO Federal Income Tax Adjustment Line 12 - Line 15 . $ 126,784

18 RUCO State Income Tax Adjustment Line 13 - Line 16

19

20
21

$

NOTE (A):
Interest Synchronization:
Adjusted Rate Base (Sch. WAR-2, Col. (H), L17)
Weighted Cost of Debt (Sch. WAR-16 Col. (F), LI)
Interest Expense (L18 X L19) S

14,673,180

3_71%
544,215

I
l
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Sedona System
Schedule TJc-15

Page 1 of 1

(A)

COST OF CAPITAL

LINE
no. DESCRIPTION

DOLLAR
AMOUNT

CAPITAL
RATIO

COST

RATE

(D)
WEIGHTED

COST
RATE

1 $ 75,000,000 50.76% 7.31% 3.71%

2

Long-Term Debt

72,744,646 49.24% 8.33% 4.10%

3

Common Equity

Total Capitalization $ 147,744,645 100.00%

4 WEIGHTED AVERAGE COST OF CAPITAL

(C)

7.81%l

References:
Columns (A) Thru (D): Testimony, WAR

(B)

I
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ARIZONA WATER COMPNAY

W-01445A-08-0440

Pinewood System



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Pinewood System

TABLE OF CONTENTS TO WAR SCHEDULES

SCH.
NO.

PAGE
no. TITLE

WAR-1 1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

WAR-2 1 RATE BASE

WAR-3 1 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

WAR-4 DIRECT PLANT 1 To 7 RATE BASE ADJUSTMENT no. 1 PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

WAR_4 PHOENIX OFFICE 1 TO 5 RATE BASE ADJUSTMENT no. 1 . PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

1 TO 5WAR-4 METER SHOP

WAR-5 1

TESTIMONY

RATE BASE ADJUSTMENT NO 1 _ PLANT &ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

RATE BASE ADJUSTMENT no. 2 - REMOVEPOST TEST-YEAR PLANT FOR PHOENIX OFFICE

RATE BASE ADJUSTMENT no. 3 . REMOVEPLANT AND RETIREMENTS INCLUDED IN RATE APPLICATION

RATE BASE ADJUSTMENT no.4 - INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT NO, 5 . INTENTIONALLY LEFT BLANK

WAR-6 1 & 2 RATE BASE ADJUSTMENT NO. 6 . WORKINGCAPITAL AND LEAD/LAG STUDY

1 OPERATING INCOMEWAR-7

WAR-8 1 SUMMARY OF OPERATING INCOME ADJUSTMENTS

WAR-9

WAR-9

1 OF 3 OPERATING INCOME ADJUSTMENT no. 1 - PAYROLL EXPENSE

2 OF 3 OPERATING INCOME ADJUSTMENT no. 2 - PAYROLL TAX EXPENSE RELATED TO PAYROLL EXPENSE ADJ. #1

WAR-9 3 OF 3 OPERATING INCOME ADJUSTMENT no. 3 - 401(K) EXPENSE RELATED TO PAYROLL EXPENSE ADJ. #1

WAR-10 1 OPERATING INCOMEADJUSTMENT NO, 6 INSURANCE EXPENSE

WAR-11 1 OPERATING INCOMEADJUSTMENT no.7 - TEST YEAR DEPRECIATION EXPENSE

1 OPERATING INCOME ADJUSTMENT NO. 8 - PROPERTY TAX COMPUTATIONWAR-12

WAR-13 1 OPERATING INCOMEADJUSTMENT NO. 9 - RATE CASEEXPENSE

WAR-14 1 OPERATING INCOME ADJUSTMENT NO. 10 - INCOME TAX EXPENSE

WAR-15 1 COST OF CAPITAL



$ 130,470
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Arizona Water Company

Docket No. W-01445A-08-0440

Test Year Ended December 31, 2007

Pinewood System
Schedule WAR-1

Page 1 of 1

REVENUE REQUIREMENT

DESCRIPTION

(A)
COMPANY

OCRB/FVRB

COST

(B)
RUCO

OCRB/FVRB

COST

Adjusted Original Cost/Fair Value Rate Base $ 1,882,836 $ 1 ,806,850

Adjusted Opelaling Income (Loss) $ 104,677 $ 146,358

Cuneal Rate of Return (L2/ L1 ) 5. 56% 8.10%

Required Operating Income (LE X L1 ) $ 184,787 $ 141,086

Requ?red Rale of Recur on Fair Value Rate Base 981% 7.81%

Operating Income Deficiency (L4 - L2) $ 80,110 $ (5,272)

Gross Revenue Conversion Factor (WAR-1, Page 2) 1.6286 1 .3703

Required Increase in Gross Revenue Requirement (L7 X LE) $ (7,224)l

Adjusted Test Year Revenue $ 1 ,047,463 $ 1 ,046,390

Proposed Annual Revenue (LB + LE) $ 1.177,933 s 1,039,166

Required Percentage Increase in Revenue (L8 / LE) 12.46°/, -0.69%

Consolidated Revenue Adjustment (Sedona/Pinewood/Rimrock) $ 6,107 $

Required Increase in Gross Revenue Under Company Proposed Consolidation $ 136,993 s

Required Revenue Under Company Proposed Consoiidaiion $ 1,183,734 $

Required Percentage Increase in Revenue Under Company Proposed Consolidation 1309%

Rate of Recur on Common Equity 1240% 8.33%

References
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule WAR-2, WAR-7, and WAR-13

I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Pinewood System
Schedule wAR-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)
Revenue Conversion Factor(LI /LE)

1 .0000
0.2702
0.7298

5
6
7
8
9

10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable income (L5 - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X L8)
Combined Federal And State income Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
21.5564%
20.0544%
27.0224%

11
12
1 3

$ 141,086
146,358

Required Operating Income (Sch.WAR-1, Pg1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. WAR-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12) $ (5,272)

14
15
16

17

Income Taxes On Recommended Revenue (Col. (D), L31) 27,427
Income Taxes On Test Year Revenue (Col. (D), L32) 29,379
Required Increase In Revenue To Provide For Inc»me Taxes (L14 - L15)

$

Total Required Increase In Revenue (L13 + L16)

$

$

(1 ,952)

(7,224)

$

Ruco
Recommended
$ 1,039,166

870,653
67,014

101,499
6.9680%

$ 7,072

1 8
1 9
20
21
22
23
24
2 5
26
27
28
29
30
31

$
$
$
$
$
$

94,426
7,500
6,250
6,605

CALCULATION OF INCOME TAX
Revenue (Sch. WAR-1, Pg 1, Col. (B), L12)

Operating Expense Excluding Income Tax (\NAR-7, Col. (E), L27 - L22 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed, Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc, Bracket ($75,001 - $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

.20,355
27,427

32
33

Test Year Combined Income Tax, RUCO as Adjusted (WAR-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See WAR-6, Col. (D), L23)

$
$

29,379
(1 ,952)

34 Applicable Federal Income Tax Rate (Col, (D), L30 / Col. (C), L24) 21.56%

35
36
37

$

CALCULATION OF INTEREST SYNCHRONIZATIONs
Rate Base (Sch WAR-2, Col. (C), L17)
Weighted Avg. Cost of Debt (Sch. WAR-16, Col. (F), LI)
Synchronized Interest (L35 X L36) 35

1 ,806,850
3.71%

67,014
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Pinewood System
Schedule WAR-2

Page 1 of 1

RATE BASE - ORIGINAL COST

DESCRIPTION

COMPANY
AS FILED

OCRB/FVRB

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ $
Plant Classification

Intangible Plant
Source of Supply Plant
Pumping Plant
Water Treatment Plant
Transmission & Distribution Plant
General Plant

Total Gross Plant in Service

(13,512)
(40,454)

7

B63
1 .146,589

471,603
32,915

3.563,550
239,448

5,454,969 $

(Ag)
(3,542)

(57,507) $

863

1,133,076

431,139

32,915

3,563,461

235,907
5,397,362

8
9

Accumulated Depreciation
Net Utility Plant In Service (Sum L1& L2)

(2,349,271)
3,105,698 $

12,479
(45,128) $

(2,336,792)
3,060,570

10 Advances In Aid Of Const (249,075) $ $ (249,075)

$ $
12

Contribution in Aid of Const
Accumulated Amortization of CIAC

NET CIAC (L5 + LS)

(783,751 )
296,41 1
(487,340) $ $

(783,751 )
296,41 1
(487,340)

14 Deferred Income Tax (565,368) $ $ (565,368)

Allowance for Working Capital 78,921 $ (30,858) $ 48,053

Net Regulatory Asset/ (Liability) $ $

LB
Rounding

TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16) 1 ,BB2,836
$
$

- $
(75,985) $ 1,806,850

References
Column (A): Company Schedule B-1
Column (B): ScheduleWAR-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W~01445A-08-0440
Test Year Ended December 31, 2007

Pinewood System
Schedule WAR-5

Page 1 of 1

EXPLANATION OF RATE BASE ADJUSTMENT no. 2
POST TEST-YEAR PLANT l PHOENIX OFFICE

(B) (C) (D)(A)
COMPANY

ADJUSTED

TY PLANT
$ 19

POST TY

ADDITIONS

$

REMOVE

PTY PLANT

55

844
30,517
69,342

1 ,046,728
95

39,970
431 ,538

ACCT

n o .
301
302
303

310. 1
310.3
310.4
314
320
321
325
328
330
331
332
340
342
343
344
345
345
348
389
390

390. 1
391
393
394
395
396
397
398

ACCOUNT NAME
Organization
Franchises
Other intangibles
Water Rights
Other Source of Supply Land
Wells - Other
Wells
Pumping Plant Land
Pumping Plant Structures 8= lmprm'ts
Electtric Pumping Equipment
Gas Engine Equipment
Water Treatment Plant Land
Water Treatment Structures 84 Imprm'ts
Water Treatment Equipment
Transmission and Distribution Land
Storage Tanks
Transmission 8. Distribution Mains
Fire Sprinkler Taps
Services
Meters
Hydrants
General Plant Land
General Plant Structures
Leasehold Improvements
Office Furniture & Equipment

Warehouse Equipment
Tools, Shop 8 Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment

7,676
25,239
18,146

333,128
2,112,652

16,323
802,415
152,356
128,531

2,858
16,396
38,821

132,075
1,165

21,238
117

4,515
22,050

213

120,057

3-FACTOR

ALLOCATOR
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%
2.95%

3,542

TOTAL PTY WATER PLANT 5,454,969
5,454,969

$ 120,057
120,057

3,542
3,542Company As Filed

Difference

$
33
$ $

5
$

RUCO PTY Plant Adjustment

LINE

no.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

40
41
42
43
44
45
46

RUCO PTY Accumulated Depreciation Plant Adjustment

References:
Column (A): Company Schedules B-2
Column (B): Post Test Year Phoenix Cfflce Plant Allocation
Column (C): 3-Factor Allocator
Column (D): Adjustment



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Pinewood System
Schedule WAR-6

Page 1 of 2

EXPLANATION OF RATE BASE ADJUSTMENT no. 6
ALLOWANCE FOR WORKING CAPITAL

DESCRIPTION AMOUNT REFERENCE

Working Cash Requirement Per Company
Working Cash Requirement Per RUCO
Adjustment

24.661
(5,197)

(30,858)

Company Schedule B-5, PG. 1
RUCO Schedule WAR-5, Page 2

Line 2 - Line 1

$ 23.241
23.241

Material and Supplies Inventories Per Company
Material and Supplies Inventories Per RUCO
Adjustment $

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 5 - Line 4

Required Bank Balances Per Company
Required Bank Balances Per RUCO
Adjustment

15.175
15.175

Company Schedule B-5, PG, 1
Company Schedule B-5, PG. 1

Line 8 - Line 7

10
11
12

Prepayments 81 Special Deposits Per Company
Prepayments & Special Deposits Per RUCO
Adjustment

15.844
15.844

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 11 - Line 10

13 TOTAL ADJUSTMENT (See WAR-2, Column (K)) (30,858) Sum of Lines 3. 6.9 &12



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

DESCRIPTION

EXPLANATION OF RATE BASE ADJUSTMENT no. 6 - CONT'D
LEAD/LAG DAY SUMMARY

COMPANY
EXPENSES
AS FILED

84,846
294.552

ADJUSTM'TS

$

EXPENSES
AS ADJUSTED

$ 84
285.521

(LEAD)/LAG

Pinewood System
Schedule WAR-6

Page 2 of 2

$

DOLLAR

3,047,668
3.998.698(8,931 )

76.799
218.087
59

8
4

75
213.170
20.355

(45.27 )
(46.50 )
(8.92)

19.814

(4,917)
(38,864)
(5,973)
(1,420) 18.394

Operating Expenses
Purchased Power
Payroll
Purchased Water
Chemicals
Property & Liability Insurance
Workman's Compensation Insurance
Health insurance
Other Operating & Maintenance Expenses
Federal Current Income Taxes
State Current Income Taxes
FICA Taxes
FUTA & SUTA Taxes
Property Taxes
Registration, Svc. Contracts, & Misc. Fees
Retirement Annuities (401k)

41
16.774
25.349

(3,158)

(725)

38
16.774
24.624

212.00
(98.83)

7
(398,919)
(204,833)
(684,711 )

6.395.108
753.131
261.680
257.518
39.389

8.098.780
(1,657,774)

854.940

Subtotal 863.872 (64,025) 799.847 20.765.722

Synchronized Interest
Cost of Equity

69.833
114.954

$ (2,819)
(114,954)

$ 67.014 91.25 s 8,t 15.068

Subtotal 184,787 $ (117,773) $ $ 6,115,068

$ 1 ,0481659 $ (181,797) $ 8GS.B61 $ 26,880,790

Expense Lag

Revenue Lag

Line 17, Col. (E) / (C)

Company B-5 Schedules

Line 18 - Line 17 (2.61)

$

Net Lag

RUCO Adjusted Expenses

Cash Wot*king Capital

Col. (C), Line 16

Line 19 X Line 20 / 365 Days (6,197)

Company As Filed Co. Schedule B-6, Page1

Difference Line 21 - Line 22 $

ADJUSTMENT Line 27 $

(8,197)

(5,197)

Expense Lag Days Used in the Last Western Group Rate Case

RUCO reviewed several invoices from a number of companies with terms of net 30 days

References
Column (A): - Company Schedule B-5
Column (B): RUCO Operating Income Adjustments (See Schedule WAR-7)
Column (C): Column (A) + (B)
Column (D): - Company Schedule B-5
Column (E): Column (C) X Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Pinewood System
Schedule WAR-7

Page 1 of 1

OPERATING INCOME

DESCRIPTION

(A)
COMPANY

AS
FILED

(B)
Ruco

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues

$ $ <1 ,022)
(49)

0

$ $ $

$

1 ,015,253
22,880

507
179

1 ,784
1 ,0401604 $

(2)
(1,073) $

1,014,231
22,832

507
179

1,782
1,039,531 $

(11 ,92(-3)
3,029

BE
721
565

(7,530) $

1 ,002,305
25,860

590
900

2,346
1 ,032,001

Miscellaneous
Total Operating Revenues

$
$

6,859
1,047,463

$
$ (1 ,073)

$
$

6,859
1,046,390

$
$

305
(7,224)

$
$

7,165
1,039,166

$ $ $ $ $
3,239 3,239 3,239

84,846 84,846 84,846

20

Operating Expenses
Source of Supply Expenses:

Purchased Water
Other

Pumping Expenses:
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense $

56,303
33,840

173,376
133,433

1,188
243,746
729,970 $

(40,012)
(40,012) $

56,303
33,840

173,376
133,433

1,188
203,734
689,958 $ $

56,303
33,840

173,376
133,433

1 ,188
203,734
689,958

21 Depreciation & Amortization Expenses $ 132,206 $ (5,641) $ 126,565 $ $ 126,555

$ $ $ $ (1 ,449)
(503)

$

26

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes $

17,950
3,954

41,350
17,357
80,611 $

3,854
3,622
(3,158)
(1 ,420)
2,898 $

21,804
7,576

38,193
15,937
83,509 $ (1,952) $

20,355
7,072

38,193
t5,937
81,557

27
28

Total Operating Expenses
Operating Income

$
$

942,787
104,677

$
$

(42,755)
41,681

$
$

900,032
146,358

$
$

(1 ,952)
(5,272)

$
$

898,080
141,086

References:
Column (A): Company Schedule C-1
Column (B): WAR-8, Columns (B) Thru (I)
Column (C): Column (A) + Column (B)
Column (D): WAR-1
Column (E): Column (C) + Column (D)
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Ar izona Water Company
Docket  No.  W-01445A-08-0440
Test  Year Ended December 31,  2007

LINE
n o .

Amount  of  Abnormal  TY OT Hours

Mult ipl ied by Average OT Hrly.  Rate

Total  Abnormal  OT Dol lars in TY

Total  OT Hours for 2005 - 2008
Divided by 4 Years

OT Hours in Test  Year

3-Factor Al locator Per District

Normal ized Level  of  OT Hours/Yr.

Normal ize Over-Time Over 4 Years:
2005 OT Hours
2006 OT Hours
2007 OT Hours
2008 OT Hours

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1
PAYROLL EXPENSE

DESCRIPTION

S ee  N O T E

$

(A)
PER

RUCO DR 1.11.d

Pinewood System
Schedule  WAR-9

Page 1 of  3

19,687.8

28,132.5

8,444.8

35.85

15,008.5
18,080.0
28,132.5
17,530.0

78,751.0
4

302,744

RUCO Adjustment

Whi te  Tank
A jo
Cool idge
Lakeside
Overgaard
Sedona
Pinewood
R imrock

2 . 37%
3-Factor Al locator Bv District :
Superst i t ion
Bisbee
Sierra Vista
San Manuel
Orac le
W inke iman
M i am i
Casa Grande
Stanf ield

24 . 94%
4. 98%
2. 58%
1. 68%
2. 28%
0. 22%
4 . 9 8 %

26.55%
0. 27%

0.81 %
5. 27%
6. 20%
3. 99%
8. 45%
2. 95%
1. 48%

1
2
3
4
5
6
7
8
9

1 0
11
1 2
13
14
15
1 6
1 7
18
1 9
20
21
22
2 3
2 4
2 5
2 6
27
28
29
30
31
32
33
34
35
36
37
38
39
4 0
41
4 2
4 3
4 4

Calculation Notes:
Average of  Hourly Rate
OT Hourly Rate 1.5

$ 21.65
32.48

NO TE: The Company calculated the average hourly rate for overt ime in response to data request
Al l -11.6 to be $35.85.  RUCO accepts that  rate in making i ts payrol l  adjustments.
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

LINE
no.

Total Abnormal OT Dollars in TY

3-Factor Allocator Per District

Pavroll Tax Expense:

RUCO Allocated Payroll by District

Pavroll Tax Expense Allocator Bv Group:

RUCO Payroll Tax Expense Allocator by Group

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
PAYROLL TAX EXPENSE ASSOCIATED WITH RUCO ADJUSTMENT 1

DESCRIPTION

(A)
PER

RUCO DR 1.11.d

Pinewood System
Schedule WAR-9

Page 2 of 3

302,744

8,931

1
2
3
4
5
6
7
8
9

1 0
1 1
1 2
1 3
1 4
1 5
1 6
1 7
1 8
1 9
2 0
2 1
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
3 0
3 1
3 2
3 3
3 4
3 5
3 6
3 7
3 8
3 9
4 0
4 1

RUCO payroll Tax Expense Adjustment

Pavroll Tax Expense Allocator Bv Group:
Eastern Group 7.47%
Western Group 11.65%
Northern Group 15.90%

185
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

LINE
NO.

Payroll 401 (K) Exoenset

Total Abnormal OT Dollars in TY

3-Factor Allocator Per District

RUCO Allocated Payroll by District

Payroll 401 (K) Expense Allocator Bv Group:

RUCO Payroll 401(K) Expense Allocator by Group

RUCO Payroll 401(K) Expense Adjustment

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 3
PAYROLL 401(K) EXPENSE ASSOCIATED WITH RUCO ADJUSTMENT 1

DESCRIPTION

$

$

(A)
PER

RUCO DR 1.11.d

Pinewood System
Schedule WAR-9

Page 3 of 3

8,931

1
2
3
4
5
6
7
8
9

1 0
1 1
1 2
1 3
14
15
1 6
1 7
18
1 9
2 0
21
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
3 0
31
32
33
34
35
36
37
38
3 9
4 0
4 1

Payroll Tax Expense Allocator BV Group:
Eastern Group
Western Group
Northern Group

8.39%
8.45%
8.12%

302,744



Arizona Water Company
Docket No. W-01445A-08»0440
Test Year Ended December 31, 2007

Pinewood System
Schedule WAR-10

Page 1 of 1

EXPLANATIDN OF OPERATING INCOME ADJUSTMENT no. s
INSURANCE EXPENSE

(B) (C)
INCREASE/

(DECREASE)
LONG-TERM
DISABILITY
PER RUCO

LINE
NO,

(A)
INCREASE/

(DECREASE)
LONG-TERM
DISABILITY

PER COMPANY
RUCO

ADJUSTMENT
Svstem

Eastern Group
Superstition

Apache Junction
$ 2,224 $ (273) $ 1 ,950

Superior
Bisbee
Sierra Vista
San Manuel
Oracle
Saddlebrook
Winkelman
Miami

Subtotal $

122
115

5
25
5
0

(338)
2,157 s

(45)
(38)
(20)
(20)
(0)
(2)

(40)
(439) $

77
77

(16)
5
4

(2)
(378)

1 ,718

Western Group
Casa Grande
Stanfield
White Tank
Ago
Coolidge

Subtotal $

2,137
20

148
58

(127)
2,235 $

(298)
(3)

(22)
(9)

(52)
(393) $

1,a39
17

126
49

(189)
1,842

Northern Group
Lakeside
Overgaard
Sedona
Pinewood
Rimrock

Subtotal $

570
507
445
199
87

1 ,809 $

(65)
(55)
(84)
(38)
(16)

(257) $

506
452
361
162
71

1 ,551

1
2
3
4
5
S
7
8
9

10
11
12
13
14
15
18
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33 Total Company $ e,2o1 $ (1,090) s 5,111 (a)

REFERENCE

COLUMN (A): COMPANY WORKPAPER "GROUP INSURANCE" TAB LTD
COLUMN (B): COMPANY WORKPAPER "GROUP INSURANCE" TABLTD
COLUMN (C): COMPANY WORKPAPER "GROUP INSURANCE" TAB LTD

NOTESz

(a) CALCULATED AS FOLLOWS: PER
COMPANY

RUCO
ADJUSTMENT

PER
RUCO REFERENCE

0.0036 0.0036 COMPANY WORKPAPER - "GROUP INSURANCE" TABLTD

$ 302,744 COMPANY WORKPAPER - "GROUP INSURANCE)

LINE 1 x LINE 2

4 Y/E Number of Customers

1 Current Rate per Payroll Dollar $

2 Pro Forma Payroll Dollars $

3 Pro Forma LTD - Total Company $

$

$

$

5 Pro Forma 2007 LTD - Spread

111095,569

39,944

83,825

38,854

6,201

s

$ 10,792,825

$ 38,854

$ 83,825

$ 38,854

$ 5,111

COMPANY WORKPAPER . "GROUP INSURANCE)

COMPANY WORKPAPER . "GROUP INSURANCE)

COMPANY WORKPAPER . "GROUP INSURANCE)6 Increase/(Decrease)
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Arizona Water Company
Docket NO, W-01445A-08-0440
Test Year Ended December 31, 2007

Pinewood System
Schedule WAR-11

Page 1 of 1

EXPLANATION oF OPERATING INCOME ADJUSTMENT no. 7
TEST YEAR DEPRECIATION EXPENSE

ACCOUNT NAME

(A)
RUCO
PLANT

VALUE

(C)
TEST YEAR

DEPRECIATION

EXPENSE
$ 19 $

844
30,517
69,342

1 ,023216
95

39,970
391,074

32,340

1 ,143
22,995

192
722

6.863
37,815

326
19,097
6,932
2,339

7,575
25,239
18,146

333,128
2,112,563

16,323
802,415
152,356
128,531

2,858
18,396
38,821

128,533
1,165

21,238
117

4,515
22,050

213

(B)
COMPANY

PROPOSED

DEP. RATES
000%

See Acct. 111
See Acct. 111

0.00%
0.00%

See Acct. 111
3.13%
0.00%
2.86%
5.88%
4.00%
0.00%
250%
236%
0.00%
200%
1.79%
2.00%
2.38%
455%
1.82%
0.00%
2.50%

See Acct. 108.2
5.67%
5.00%
4.00%
5.00%
6.67%
6.67%
3.33%

410

ACCOUNT

NO.
301
302
303

3101
310.3
310.4
314
320
321
325
328
330
331
332
340
342
343
344
345
346
348
389
390

390.1
391
393
394
395
396
397
398

Organization
Franchises
Other intangibles
Water Rights
Other Source of Supply Land
Wells - Other
Wells
Pumping Plant Land
Pumping Plant Structures a. lmprm'ts
Electtric Pumping Equipment
Gas Engine Equipment
Water Treatment Plant Land
Water Treatment Structures & Imprm'ts
Water Treatment Equipment
Transmission and Distribution Land
Storage Tanks
Transmission 8. Distribution Mains
Fire Sprinkler Taps
Sen/ices
Meters
Hydrants
General Plant Land
General Plant Structures
Leasehold Improvements
Office Furniture & Equipment
Warehouse Equipment
Tools, Shop & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Rounding
TEST YEAR GROSS PLANT AND DEPRECIATION EXPENSE

8,573
58

850
6

301
1 ,471

7

$ 5,397,362 $ 142,240

AMORTIZATION OF CONTRIBUTIONS (783,751) 2,00%
Rounding

TOTAL DEPRECIATION EXPENSE $

(15,675)

126,565

Company As Filed
Difference s

$

LINE

NO.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52

RUCO Adjustment (See WAR~8, Column (B))

132,206
(5,641)

(5,641)

3-Factor Allocator Bv District:
Superstition 24.94%
Bisbee 4.98%
Sierra Vista 2.58%
San Manuel 1.68%
Oracle 2.28%
Winkelmari 0.22%
Miami 4.98%
Casa Grande 26.55%
Stanfield 0.27%

White Tank
Ajo
Coolidge
Lakeside
Overgaard
Sedona
Pinewood
Rimrock

237%
0.81 %
527%
620%
399%
8.45%
295%
148%



Arizona Water Company
Docket No. W-01445A-08-0-40
Test Year Ended December 31, 2007

LINE

no.

9
10
11

12

13
14

1
2
3
4
5

6

7
8

ADD:
to% Of Construction Work In Progress ("CWlP"):

Test Year CWIP
10% of CWIP

SUBTRACT:
Transportation At Book Value:

Original Cost Of Transportation Equipment
Acc. Dep, Of Transportation Equipment

Net Book Value Of Transportation Equipment

Calculation Of The Company's Full Cash Value:

MULTIPLYz
FCV X Valuation Assessment Ratio X Property Tax Rates:

Assessment Ratio
Assessed Value

Calculation Of The Company's Tax Liability:

Annual Operating Revenues:
Adjusted Revenues In Year Ended December 2007
Adjusted Revenues In Year Ended December 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

Two Times Three Year Average Operating Revenues

Company's Full Cash Value ("FCV")

DESCRIPTION

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 8

PROPERTY TAX COMPUTATION

Sch. WAR-7, Col (C). Ln 8
Sch.WAR-7, Col (C). Ln 8
Sch. WAR-7, Col (E), Ln 8

Sum Of Lines 1, 2 81 3
Line 4 / 3

Sum of Lines 6, 8 & 11

Company Workpapers
Company Workpapers

Line 9 + Line 10

Company Schedule E
Line 7 X 10%

REFERENCE

House Bill 2779
Line 12 X Line 13

Line 5 X2

$

$

$

$

1 ,046,390
1 ,046,390
1 ,039,1 he
3,131 ,945
1 ,043,982

(A)

74,403

Pinewood System
Schedule WAR-12

Page 1 of 1

$

$

$

$

2,059,998

2,087,964

(B)

(35,406)

7,440

$ 463,660

15
16

17

Company Workpapers
Company Workpapers

Line 15 + Line 16

8.24%
0.00%
8.24%

Property Tax Rates:
Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability
Property Tax
Tax On Parcel

$ 38,192

18 Company's Total Tax Liability - Based On Full Cash Value Line 14 X Line 17 $ 38,192

to Test Year Adjusted Property Tax Expense As Filed Co. Sch. C-1 41,350

20 Decrease In Property Tax Expense Line 18 - Line 19 $ (3,158)

21 RUCO Adjustment (See WAR-8, Column (C)) Line 20 $ (3,158)



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Pinewood System
Schedule wAR-13

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 9

RATE CASE EXPENSE

LINE
no. DESCRIPTION

(A)
COMPANY

ESTIMATE

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 Rate Case Expense Total $ 500,000 $ (200,000) $ 300,000

2 Allocation Factor 2.95%

3 Pinewood System (Line 1 x Line 2) $ 8,850

4 Amortization Period - 3 Years 3

5 RUCO Adjusted Rate Case Expense (Line 3 / 3 Years) $ 2,950

6 $

$

4,917

7

Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Rate Case Expense (Lines 5 - 6) (1,967)

8 RUCO Adjustment (Line 7) (See WAR-8, Column (E)) $ (1 ,967)

3-Factor Ailocator Bv District:
Superstition
Bisbee
Sierra Vista
San Manuel
Oracle
Winkelman
Miami
Casa Grande
Stanfield

24.94%
4.98%
2.58%
1.68%
2.28%
0.22%
4.98%
26.55%
0.27%

White Tank
Ajo
Coolidge
Lakeside
Overgaard
Sedona
Pinewood
Rim rock

2.37%
0.81 %
5.27%
6.20%
3.99%
8.45%
2.95%
1.48%



$ 3,854

$ 3,622
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Pinewood System

Schedule WAR-14

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 10

INCOME TAX EXPENSE

(B)

DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES

Operating Income Before Taxes Sch. WAR-7, Column (C), L28 + L22 + L23 $ 175,737

Arizona State Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 21

Line 1 - Line 2 - Line 3 $

7,576
67,014

101,147

Federal Tax Rate
Federal Income Tax Expense

Sch. WAR-1, Pg 2, Col. (D), L34
Line 4 X line 5 $

21.56%
21,804

STATE INCOME TAXES

Operating Income Before Taxes Line 1 $ 175,737

Interest Expense
State Taxable Income

Note (A) Line 21
Line 7 - Line 8

67,014
108,723

State Tax Rate Tax Rate 6.97%

State Income Tax Expense Line 9 X Line 10 7,576

Line 6
Line 11

Line12 + Line 13

$
TOTAL INCOME TAX EXPENSE

Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO $

21,804
7,576

29,379

Total Federal Income Tax Expense Per Company (Per Company Sch. C-1, L30) 17,950

Total State Income Tax Expense Per Company (Per Company Sch. C-1, L31) 3,954

RUCO Federal Income Tax Adjustment Line 12 - Line 15

RUCO State Income Tax Adjustment Line 13 - Line 16

$ 1 .806.850

NOTE (A)
Interest Synchronization
Adjusted Rate Base (Sch. WAR-2, Col. (H), L17)
Weighted Cost of Debt (Sch. WAR-16 Col. (F), LI)
Interest Expense (L18 X L19) s 67.014
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Pinewood System
Schedule TJC-15

Page 1 of 1

COST OF CAPITAL

(A) (B) (C) (D)
WEIGHTED

COST
RATE

LINE
no. DESCRIPTION

DOLLAR

AMOUNT

CAPITAL

RATIO

COST

RATE

1 Long-Term Debt $ 75,000,000 50.76% 7.31% 3.71 %

2 72,744,646 49.24% 8.33% 4.10%

3

Common Equity

Total Capitalization $ 147,744,646 100.00%

4 WEIGHTED AVERAGE COST OF CAPITAL 7.81%l

References:
Columns (A) Thru (D): Testimony, WAR

I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Rimrock System

TABLE OF CONTENTS TO WAR SCHEDULES

1 &2

TITLE

REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

WAR-4 DIRECT PLANT 1 TO 7 RATE BASE ADJUSTMENT no. 1 - PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

WAR-4 PHOENIX OFFICE 1 TO 5 RATE BASE ADJUSTMENT no. 1 - PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

WAR~4 METER SHOP 1 TO 5 RATE BASE ADJUSTMENT no. 1 - PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

RATE BASE ADJUSTMENT no. 2 - REMOVE POST TEST-YEAR PLANT FOR PHOENIX OFFICE

RATE BASE ADJUSTMENT no. 3 - REMOVE PLANT AND RETIREMENTS INCLUDED IN RATE APPLICATION

RATE BASE ADJUSTMENT no. 4 - INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no. 5 .. INTENTIONALLY LEFT BLANK

1 & 2 RATE BASE ADJUSTMENT no. 6 - WORKING CAPITAL AND LEAD/LAG STUDY

TESTIMONY

1 OF 3

2 OF 3

3 OF 3

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

OPERATING INCOME ADJUSTMENT no. 1 - PAYROLL EXPENSE

OPERATING INCOME ADJUSTMENT NO_ 2- PAYROLL TAX EXPENSE RELATED TO PAYROLL EXPENSE ADJ. #

OPERATING INCOME ADJUSTMENT no. 3- 401(K) EXPENSE RELATED TO PAYROLL EXPENSE ADJ. #1

OPERATING INCOME ADJUSTMENT no. 6- INSURANCE EXPENSE

OPERATING INCOME ADJUSTMENT no. 7- TEST YEAR DEPRECIATION EXPENSE

OPERATING INCOME ADJUSTMENT no. 8 - PROPERTY TAX COMPUTATION

OPERATING INCOME ADJUSTMENT no. 9- RATE CASE EXPENSE

OPERATING INCOME ADJUSTMENT no. 11- INCOME TAX EXPENSE

COST OF CAPITAL

wAR-10

wAR-11

WAR-12

wAR-13

WAR-14

WAR-15
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Rimrock System
Schedule WAR-1

Page 1 of 1

REVENUE REQUIREMENT

DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(8)
RUCO

OCRB/FVRB
COST

2

3

s

5

6 $

I I

$ 2,293,279

$ (73,924)

-3.22%

179,068

7.81 %

252,992

1.4482

366,377 I

507,512

873,888

72 . 19%

$

$

$

$2,338,005

$ (75,247)

-3 . 22%

$ 229,458

9 . 81%

$ 304,705

1.62B6

$ 496,253

$ 507,981

$1,004,234

97. 69%

$ (222,992)

$ 273,068

$ 780,936

53. 77%

12. 40%

$

$

$

8

g

1 0

1 1

1 2

1 3

14

1 5

1 6

Adjusted Original Cost/Fair Value Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (L2 / L1 )

Required Operating income (LE X L1 )

Required Rate of Return on Fair Value Rate Base

Operating Income Deficiency (L4 - L2)

Gross Revenue Conversion Factor (WAR-1, Page 2)

Required increase in Gross Revenue Requirement (L7 X LE)

Adjusted Test Year Revenue

Proposed Annual Revenue (L8 + LE)

Required Percentage increase in Revenue (LB l LE)

Consolidated Revenue Adjustment (Sedona/Pinewood/Rimrock)

Required Increase in Gross Revenue Under Company Proposed Consolidation

Required Revenue Under Company Proposed Consolidation

Required Percentage Increase in Revenue Under Company Proposed Consolidation

Rate of Return on Common Equity 8.33%

References
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule WAR-2, WAR-7, and WAR-13

I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Rimrock System
Schedule WAR~1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

DESCRIPTION (B) (C) (D)

CALCULATION OF GROSS REVENUE CONVERSION FACTOR
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (L1 - L2)

Revenue Conversion Factor(LI /LE)

1 .0000
0.3095
0.6905

CALCULATION OF EFFECTIVE TAX RATE
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (Ls - Le)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (LE X L8)
Combined Federal And State Income Tax Rate (LE + LQ)

100.0000%
6.9680%

93.0320%
25.7756%
23.9795%
30.9475%

$ 179,068
(73,924)

Required Operating Income (Sch. WAR-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. WAR-1, Pg 1, C (B), L2)
Required Increase In Operating income (L11 - L12) $ 252,992

Income Taxes On Recommended Revenue (Col. (D), L31) 42,134
Income Taxes On Test Year Revenue (Col. (D), L32) (71 ,251)
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$

Total Required Increase In Revenue (L13 + L16)

$

$

113,384

366,377

- L22 - L23)

RUCO
Recommended
$ 873,888

652,687
85,056

136, 146
6.9680%

$

$ 9,487

$
$
$
$
$
$

126,659
7,500
6,250
8,500

10,397

CALCULATION OF INCOME TAX
Revenue (Sch. WAR-1, Pg 1, Col. (B), L12)

Operating Expense Excluding lnoome Tax (WAR-7, Col. (E), L27
Synchronized Interest (Col. (C), L37)

Arizona Taxable Ihoome (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($ /̀5,001 - $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

32,647
42,134

Test Year Combined Income Tax, RUCO as Adjusted (WAR-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See WAR-6, Col. (D)- L23)

$
$

(71,251)
113,384

Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 25.78%

$
CALCULATION OF INTEREST SYNCHRONIZATION
Rate Base (Sch.WAR-2,Col. (C), L17)
Weighted Avg. Cost of Debt (Sch. WAR-16, Col. (F), L1)
Synchronized Interest (L35 X L36) $

2,293,279
3.71 %

85,056



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Rimrock System
Schedule WAR-2

Page 1 of 1

RATE BASE _ ORIGINAL COST

LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

OCRB/FVRB

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRBIFVRB

$ $ $
(62,097)

401
535,360
419,745
372,768

3,355,961
194,719

4,878,954

1
2
3
4
5
6
7

Plant Classification
Intangible Plant
Source of Supply Plant
Pumping Plant
Water Treatment Plant
Transmission & Distribution Plant
General Plant

Total Gross Plant in Service $

401
597,457
419,745
372,768

3,355,961
196,495

4,942,827 $
(1,777)

(63,874) $

8
9

Accumulated Depreciation
Net Utility Plant In Service (Sum LI &L2) $

(1 ,104,418)
3,838,409 $

60,858
(3,015)

(1,043,560)
3,835,394

10 Advances In Aid Of Const. (1 ,080,835)

11
12
13

Contribution In Aid of Const.
Accumulated Amortization of CIAC

NET CIAC (L5 + Le)

(250,411)
69,153

(191,258)

(260.411 )
69,153

(191 ,258>

14 Deferred Income Tax (283,642)

13,62015

16

Allowance for Working Capital

Net Regulatory Asset I (Liability)

17
18

Rounding
TOTAL RATE BASE (Sum L's 3, 4, &7 Thru 16)

$

$

$

$

s

$

s
$

(1,080,835) $

$

$

(283,642) $

55,331 $

$

$
$2,338,005

$

$

$

$

$

(41,710) $

$

_ $
(44,726) $ 2,293,279

References:
Column (A): Company Schedule B-1
Column (B): Schedule WAR-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Rimrock System
Schedule WAR-5

Page 1 of 1

EXPLANATION OF RATE BASE ADJUSTMENT no. 2
POST TEST-YEAR PLANT 1 PHOENIX OFFICE

(B) (C) (D)(A)
COMPANY
ADJUSTED
TY PLANT

s 10

POST TY
ADDITIONS
$

REMOVE
PTY PLANT
$

392
14,201
13,011

570,245
1 ,644
4,633

413,468

36,630
336,136

3,431
206,750

2,296,620
31,516

694,652
71 ,768
51,223

ACCT
no.
301
302
303

310.1
310.3
310.4
314
320
321
325
328
330
331
332
340
342
343
344
345
346
348
389
390

390.1
391
393
394
395
396
397
398

ACCOUNT NAME
Organization
Franchises
Other Intangibles
Water Rights
Other Source of Supply Land
wells - Other
Wells
Pumping Plant Land
Pumping Plant Structures & lmprm'ts
Electtric Pumping Equipment
Gas Engine Equipment
Water Treatment Plant Land
Water Treatment Structures & lmprm'ts
Water Treatment Equipment
Transmission and Distribution Land
Storage Tanks
Transmission & Distribution Mains
Fire Sprinkler Taps
Services
Meters
Hydrants
General Plant Land
General Plant Structures
Leasehold Improvements
Office Furniture & Equipment
Warehouse Equipment
Tools, Shop & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Rounding

48,698
19,476
66,256

835
14,785

296
8,901

36,518
729

120,057

3-FACTOR
ALLOCATOR

1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%
1 .48%

1 ,777

2
4,942,827
4,942,827

$ 120,057
120,057

$ 1,777
1,777

TOTAL PTY WATER PLANT
Company As Filed
Difference

$
$
$ $ $

LINE
no.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

RUCO PTY Plant Adjustment

RUCO PTY Accumulated Depreciation Plant Adjustment

is

l$

(1 ,777)l

I59

References:
Column (A): Company Schedules B-2
Column (B): Post Test Year Phoenix Office Plant Allocation
Column (C): 3-Factor Allocator
Column (D): Adjustment



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Rim rock System
Schedule WAR-6

Page 1 of 2

EXPLANATION OF RATE BASE ADJUSTMENT no. 6

ALLOWANCE FOR WORKING CAPITAL

(A) (B)
LINE
no. DESCRIPTION AMOUNT REFERENCE

1
2
3

Working Cash Requirement Per Company
Working Cash Requirement Per RUCO
Adjustment

$ 29,652
(12,058)

$ (41 ,710)

Company Schedule B-5, PG. 1
RUCO Schedule WAR-5, Page 2

Line 2 - Line 1

$ 10,117
10,117

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 5 - Line 4

4
5
6

Material and Supplies Inventories Per Company
Material and Supplies Inventories Per RUCO
Adjustment $

7
8
9

Required Bank Balances Per Company
Required Bank Balances Per RUCO
Adjustment

$ 7,613
7,613

Company Schedule B~5, PG. 1
Company Schedule B-5, PG. 1

Line 8 - Line 7

10
11
12

Prepayments 8= Special Deposits Per Company
Prepayments & Special Deposits Per RUCO
Adjustment

7,949
7,949

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 11 - Line 10

13 TOTAL ADJUSTMENT (See wAR-2, Column (K))

$

$

$

$ (41,710) Sum of Lines 3, 6, 9 84 12



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

LINE
no.

20

21

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15

17
18

22

16

23

24

19

25

27

28

26

.:588 Expense Lag Days Used in the Last Western Group Rate Case.

RUCO reviewed several invoices from a number of companies with terms of net 30 days.

Operating Expenses
Purchased Power
Payroll
Purchased Water
Chemicals
Property & Liability Insurance
Workman's Compensation Insurance
Health Insurance
Other Operating & Maintenance Expenses
Federal Current Income Taxes
State Current Income Taxes
FICA Taxes
FUTA & SUTA Taxes
Property Taxes
Registration, Svc. Contracts, 8¢ Misc, Fees
Retirement Annuities (401k)

ADJUSTMENT

Difference

Synchronized Interest
Cost of Equity

Expense Lag

Revenue Lag

N et Lag

RUCO Adjusted Expenses

Company As Filed

Cash Working Capital

Subtotal

Subtotal

Total

DESCRIPTION

EXPLANATION OF RATE BASE ADJUSTMENT no. 6 - CONT'D
LEADILAG DAY SUMMARY

Line 19 X Line 20 /365 Days

Co. Schedule B-8, Page 1

Company B-5 Schedules

Line 17, Col. (E)/ (C)

Line 18 - Line 17

Line 21 - Line 22

Col. (C), Line 18

$

$

$

$

(A)
COMPANY
EXPENSES
AS FiLED

229,458

2,079
4,421
2,210

33,272
2B6,170
73,535
15,199

9,941
238

27,191
8,415

10,982

651,674

881,132

43,401
133,621

86,714
142,744

Line 27

RUCO
ADJUSTM'TS

$

$

$

$

$

$

$

(B)

(144,402)

(1,658)
(142,744)

(202,666)

678,466

(58,264)

(16)
(2,467)

(40,888)
(6,712)

(712)

(12,058)

(41,710)

(41,710)

29,652

(2,523)

(4,481 )

37,64

31.15

(6.49)

(364)

(C)
RUCO

EXPENSES
AS ADJUSTED

$

$

$

$

678 v468

593,410

2,079
4,421
2,210

33,256
283,703
32,647

9,487
9,229

238
24,568
8,415

10,518

43,401
129,140

85,056

85,056

(LEAD)/LAG
DAYS

(D)

37.00
14,00
83.10

212,00
(9833)
34.72

20.43
(45.27)
(46.50 )
(892)

91.25

ea be

Rimrock System
Schedule W AR-6

Page 2 of  2

$

$

$ 25,535,498

$

DOLLAR
DAYS

17,774,170

7,761,327

7,761,327

42,467
(200,139)
(102,765)
(296,640 )

8,511,075
1,207,946

351,007
129,201
19,778

5,208,319
(831,654)
368,647

1,558,964
1,807,965

(E)

References:
Column (A): - Company Schedule B-5
Column (B): RUCO Operating Income Adjustments (See Schedule WAR-7)
Column (C): Column (A) + (B)
Column (D): - Company Schedule B-5
Column (E): Column (C) X Column (D)
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III

Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Rimrock System
ScheduleWAR-7

Page 1 of 1

OPERATING INCOME

LINE
NO, DESCRIPTION

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
Ruck

TEST YEAR
AS ADJ'TED

(D)
R i c o
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

$ 471 ,523
17,845

$ (435)
(14)

$ 471,087
17,831

$ 337,175
17,593

$ 808,263
35,424

1
2
3
4
5
6

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues $

51
10,101

499,521 $
(19)

(489)

51
10,082

499,051 $

199
11,103

366,071 $

250
21,185

865,122

7
8

Miscellaneous
Total Operating Revenues

$
$

8,461
507,981

$
$ (469)

$
$

8,461
507,512

$
$

306
366,376

$
$

8,766
873,888

$ $ $ $ $
1 ,425 1 ,425 1 ,425

43,401 43,401 43,401

9
10
11
12
13
14
15
16
17
18
19
20

Operating Expenses
Source of Supply Expenses:

Purchased Water
Other

Pumping Expenses:
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense $

24,368
201,774
73,189
61,306

537
118,572
524,571 $

(25,668)
(25,668) $

24,368
201,774
73,189
61,306

537
92,905

498,904 SS 35

24,368
201 ,774
73,189
61 ,306

537
92,905

498,904

21 Depreciation & Amortization Expenses $ 124,861 $ (3,352) $ 121,508 $ $ 121,508

$ $ $ $ 87,855
25,529

$22
23
24
25
26

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes $

(83,435)
(18,380)
27,191
8,420

(66,204) $

28,226
2,337
(2,623)

(712)
27,228 $

(55,208)
(16,042)
24,567
7,707

(38,976) s 113,384 $

32,647
9,487

24,567
7,707

74,408

27
28

Total Operating Expenses
Operating Income

$
$

583,228
(75,247)

$
$

(1,792)
1,323

$
$

581,436
(73,924)

$
$

113,384
252,992

s
$

694,820
179,068

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
WAR-8, Columns (B) Thru (I)
Column (A) + Column (B)
wAR-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

LINE
no.

Amount of Abnormal TY OT Hours

Total OT Hours for 2005 - 2008
Divided bye Years

OT Hours in Test Year

Multiplied by Average OT Hrly. Rate

Total Abnormal OT Dollars inW

3-Factor Allocator Per District

Normalized Level of OT Hours nr.

Normalize Over-Time Over 4 Years:
2005 OT Hours
2006 OT Hours
2007 OT Hours
2008 OT Hours

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1
PAYROLL EXPENSE

DESCRIPTION

See NOTE

$

(A)
PER

RUCO DR 1.11.d

Rimrock System
Schedule WAR-9

Page 1 of 3

28,132.5

78,751.0
4

15,008.5
18,080.0
28,132.5
17,530.0

19,687.8

302,744

8,444.8

35.85

RUCO Adjustment u> (4,46.l)l

2.37%
3-Factor Allocator Bv District:
Superstition
Bisbee
Sierra Vista
San Manuel
Oracle
Winkelman
Miami
Casa Grande
Stanfield

24.94%
4.98%
2.58%
1 .68%
2.28%
0.22%
4.98%

26.55%
0.27%

White Tank
Ajo
Coolidge
Lakeside
Overgaard
Sedona
Pinewood
Rimrock

0.81%
5.27%
6.20%
3.99%
8.45%
2.95%
1.48%

1
2
3
4
5
6
7
8
9

1 0
1 1
1 2
13
14
15
1 6
1 7
18
1 9
2 0
2 1
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
3 0
31
32
3 3
3 4
35
3 8
3 7
38
39
4 0
4 1
4 2
4 3
4 4

Calculation Notes:
Average of Hourly Rate
OT Hourly Rate 1.5

$ 21 .65
32.48

NOTE: The Company calculated the average hourly rate for overtime in response to data request
All-11.6 to be $35.85. RUCO accepts that rate in making its payroll adjustments.

I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

LINE
no.

Total Abnormal OT Dollars in W

3-Factor Allocator Per District

Pavroll Tax Expense:

RUCO Allocated Payroll by District

Payroll Tax Expense Allocator Bv Group:

RUCO Payroll Tax Expense Allocator by Group

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
PAYROLL TAX EXPENSE ASSOCIATED WITH RUCO ADJUSTMENT 1

DESCRIPTION

(A)
PER

RUCO DR 1.11.d

Rimrock System
Schedule WAR-9

Page 2 of 3

" , »
9

302,744

4,481

1
2
3
4
5
6
7
8
9

1 0
1 1
1 2
1 3
1 4
1 5
1 6
1 7
1 8
1 9
2 0
2 1
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
3 0
3 1
3 2
3 3
3 4
3 5
3 6
3 7
3 8
3 9
4 0
4 1

RUCO Payroll Tax Expense Adjustment .v> l/'lZ)l

Pavroll Tax Expense Allocator Bv Group:
Eastern Group 7.47%
Western Group 11.65%
Northern Group 15.90%

I
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Arizona Water Company
Docket No. W-01445A~08»0440
Test Year Ended December 31, 2007

LINE
no.

Total Abnormal OT Dollars in W

3-Factor Allocator Per District

RUCO Allocated Payroll by District

Payroll 401(Kl Exnensez

Payroll 401(K) Expense Allocator Bv Group:

RUCO Payroll 401 (K) Expense Allocator by Group

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 3
PAYROLL 401(K) EXPENSE ASSOCIATED WITH RUCO ADJUSTMENT 1

DESCRIPTION

$

$

I!

(A)
PER

RUCO DR 1.11.d

Rimrock System
Schedule WAR-9

Page 3 of 3

302,744

4,481

14

RUCO payroll 401 (K) Expense Adjustment u> l~.'5D4)l

1
2
3
4
5
e
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41

Pavroll Tax Expense Allocator By Group:
Eastern Group
Western Group
Northern Group

8.39%
8.45%
8.12%

I
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Arizona Water Company
Docket No. W-01445A-08-0_40
Test Year Ended December 31, 2007

Rimrock System
Schedule WAR-10

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. s
INSURANCE EXPENSE

(B) (C)
INCREASE/

(DECREASE)
LONG-TERM
DISABILITY
PER RUCO

LINE
n o .

(A)
INCREASE/

(DECREASE)
LONG-TERM
DISABILITY

PER COMPANY
RUCO

ADJUSTMENT

Svstem

Easter Group
Superstition

Apache Junction
$ 2,224 $ (273) $ 1,950

Superior
Bisbee
Siena Vista
San Manuel
Oracle
Saddlebrook
Vihnkelman
Miami

77
77

(16)
5
4

(2)
(378)

1,118$

122
115

5
25

5
0

(338)
2,157 $

(45)
(38)
(20)
(20)

(0)
(2)

(40)
(439) $

$

2,137
20

148
58

(127)
2,235 $

(29B)

(3)
(22)
(9)

(52)
(393) $

1,839
17

126
49

(189)
1,842

subwzal

Wester Group
Casa Grande
Stanfield
White Tank
Ajo
Coolidge

Subtotal

Norther Group
Lakeside
Overgaard
Sedona
Pinewood
Rimrock

Subtotal $

570
507
445
199
87

1 ,509 $

(65)
(55)
(84)
(38)
(15)

(257) $

506
452
361
162
71

1 ,551

1
2
3
4
5
6
7
B
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33 Total Company $ e,2o1 $ (1,090) $ 5,111 (a)

REFERENCE

COLUMN (A);
COLUMN (B):
COLUMN (€);

COMPANY WORKPAPER "GROUP INSURANCE" TAB LTD
COMPANY WORKPAPER "GROUP INSURANCE" TAB LTD
COMPANY WORKPAPER "GROUP INSURANCE" TAB LTD

NOTES:

(a) CALCULATED AS FoLLows; PER
COMPANY

RUCO
ADJUSTMENT

PER
RUCO

1

2

3

4

0.0036

11 ,095,569

39,944

83,825

38,854

6,201

$ 302,744

$ 0.0036

$ 10,792,825

$ 38,854

$ 83,825

$ 38,854

s 5,111

REFERENCE

COMPANY WORKPAPER - "GROUP INSURANCE" TAB LTD

COMPANY WORKPAPER .. "GROUP INSURANCE)

LINE 1 x LINE 2

COMPANY WORKPAPER - "GROUP INSURANCE)

COMPANY WORKPAPER . "GROUP INSURANCE)

COMPANY WORKPAPER - "GROUP INSURANCE)

5

6

Current Rate per Payroll Dollar S

Pro Forma Payroll Dollars $

Pro Forma LTD - Total Company $

Y/E Number of Customers $

Pro Forma 2007 LTD - Spread $

Increase / (Decrease) $



Arizona Water Company
Docket No. W-01445A-0B-0440
Test Year Ended December 31, 2007

Rimrock System
Schedule WAR-11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7
TEST YEAR DEPRECIATION EXPENSE

LINE
NO. ACCOUNT NAME

(A)
RUCO
PLANT
VALUE

(C)
TEST YEAR

DEPRECIATION
EXPENSE

s 10 $

392
14,201
13,011

13

15,905508,148
1,644
4,633

413,468
133

24,312

916
9,613

36,530
336,136

3,431
206,750

2 v296,820
31,516

694,652
71,765
51,223

4,135
41,109

530
16,533
3,265

932

1,217

ACCOUNT
NO.
301
302
303

310.1
310.3
310.4
314
320
321
325
32B
330
331
332
340
342
343
344
345
346
348
389
390

390.1
391
393
394
395
396
397
398

(B)
COMPANY

PROPOSED
DEP. RATES

0.00%
See Acct. 111
See Acct, 111

0.00%
0.00%

See Acct. 111
3.13%
0.00%
2.86%
5.88%
4.00%
0.00%
2.50%
2.86%
0.00%
2.00%
1.79%
2.00%
2.38%
4.55%
1.82%
0.00%
2.50%

See Acct. 108.2
6.67%
5.00%
4.00%
5.00%
6.67%
6.67%
3.33%

4,301
42

591
15

594
2,436

24

Organization
Franchises
Other intangibles
Water Rights
Other Source of Supply Land
Wells - Other
Wells
Pumping Plant Land
Pumping Plant Structures & Imprm'ts
Electtric Pumping Equipment
Gas Engine Equipment
Water Treatment Plant Land
Water Treatment Structures & Imprm'ts
Water Treatment Equipment
Transmission and Distribution Land
Storage Tanks
Transmission & Distribution Mains
Fire Sprinkler Taps
Services
Meters
Hydrants
General Plant Land
General Plant Structures
Leasehold improvements
Office Furniture 8» Equipment
Warehouse Equipment
Tools, Shop&Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Rounding
TEST YEAR GROSS PLANT AND DEPRECIATION EXPENSE $

48,698
19,475
54,480

835
14,785

298
8,901

36,518
729

3
4,878,954 $ 126,717

AMORTIZATIONOF CONTRIBUTIONS
Rounding

(260,411 ) 2.00% (5,208)

121.509
TOTAL DEPRECIATION EXPENSE $

Company AS Filed
Difference $

124,861
(3,352)

(3,352)
RUCO Adjustment (See WAR-8, Column (B)) $

1
2
3
4
5
e
7
e
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54

3-Factor Allocator Bv District
Superstition
Bisbee
Sierra \Acta
San Manuel
Oracle
Winks\man
Miami
Casa Grande
Stanfield

24.94%
4.98%
2.58%
158%
2.28%
0.22%
4.98%
26.55%
0.27%

White Tank
Ajo
Coolidge
Lakeside
Overgaard
Sedona
Pinewood
Rimrock

2.37%
0.81%
5.27%
6.20%
3.99%
8.45%
2.95%
1.48%



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

LINE

no.

9
10
11

12

1

z
3
4
5

6

13
14

7
8

Calculation Of The Company's Full Cash Value:

ADDI
10% Of Construction Work In Progress ("CWIP"):

Test Year CWIP

SUBTRACT:
Transportation At Book Value:

Original Cost Of Transportation Equipment
Acc. Dep. Of Transportation Equipment

Net Book Value Of Transportation Equipment

Calculation Of The Company's Tax Liability:

MULTIPLY:
FCV X Valuation Assessment Ratio x Property Tax Rates:

Assessment Ratio

Annual Operating Revenues:
Adjusted Revenues In Year Ended December 2007
Adjusted Revenues In Year Ended December 2007
Proposed Revenues

Two Times Three Year Average Operating Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

10% Of CWIP

Assessed Value

DESCRIPTION

Company's Full Cash Value ("FCV")

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 8

PROPERTY TAX COMPUTATION

Sch. WAR-7, Col (C), Ln 8
Sch. WAR-7, Col (C), Lm 8
Sch. wAR-7, Col (E), Ln s

Sum Of Lines 1, 2 8; 3
Line 4 l 3

Sum of Lines 6, 8 & 11

Company Workpapers
CompanyWorkpapers

Line 9 + Line 10

Company Schedule E
Line 7 X 10%

REFERENCE

House Bill 2779
Line 12 X Line 13

Line 5 X 2

$

$

$

$

507,512
507,512
873,888

1 ,888,912
629,637

(A)

1 ,857

Rimrock System
Schedule WAR-12

Page 1 of 1

$

$

$

$

1 ,259,275

1,243,611

(B)

(15,849)

186

15
16
17

Company Workpapers
Company Workpapers

Line 15 + Line 16

8.78%
0.00%
8.78%

Property Tax Rates:
Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability
Property Tax
Tax On Parcel

$ 24,568

18 Company's Total Tax Liability - Based On Full Cash Value Line 14 X Line 17 $ 24,568

19 Test Year Adjusted PropertyTax Expense As Filed Co. Sch. C-1 27,191

20 Decrease In Property Tax Expense Line 18 .. Line 19 $ (2,623)

21 RUCO Adjustment (See WAR-8, Column (C)) Line 20 s (2,623)



Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Rimrock System
Schedule WAR-13

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 9

RATE CASE EXPENSE

LINE
no. DESCRIPTION

(A)
COMPANY

ESTIMATE

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 Rate Case Expense Total $ 500,000 $ (200,000) $ 300,000

2 Allocation Factor 1 .48%

3 Rimrock System (Line 1 X Line 2) $ 4,440

4 Amortization Period - 3 Years 3

5 RUCO Adjusted Rate Case Expense (Line 3 l 3 Years) $ 1 ,480

6 $

$

2,467

(987)7

Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Rate Case Expense (Lines 5 - 6)

8 RUCO Adjustment (Line 7) (See WAR-8, Column (E)) $ (987)

3-Factor Allocator BV District:
Superstition
Bisbee
Sierra Vista
San Manuel
Oracle
Winkelman
Miami
Casa Grande
Stanfield

24.94%
4.98%
2.58%
1.68%
2.28%
0.22%
4.98%
26.55%
0.27%

White Tank
Ajo
Coolidge
Lakeside
Overgaard
Sedona
Pinewood
Rim rock

2.37%
0.81%
5.27%
6.20%
3.99%
8.45%
2.95%
1.48%

al
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EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 10

INCOME TAX EXPENSE

(A) (B)
LINE
no. DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES:

1 Sch. WAR-7, Column (c). L28 + L22 + L23 $ (145,175)

2

3

4

Operating Income Before Taxes
LESS:

Arizona State Tax

Interest Expense

Federal Taxable Income

Line 11

Note (A) Line 21

Line 1 - Line 2 - Line 3 $

(16,042)
85,056

(214,188)

5

6

Federal Tax Rate
Federal Income Tax Expense

Sch. WAR-1, Pg 2, Col. (D). L34
Line 4 X line 5 $

25.78%
(55,208)

STATE INCOME TAXES:

7 Line 1 $ (145,175)

8

9

Operating Income Before Taxes

LESS:

Interest Expense

State Taxable Income

Note (A) Line 21
Line 7 - Line 8 $

85,056

(230,230)

10 State Tax Rate Tax Rate 6.97%

11 State Income Tax Expense Line 9 X Line 10 $ (16,042)

$12

13

to

TOTAL INCOME TAXEXPENSE:
Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO

Line 6

Line 11

Line12 + Line 13 $

(55,208)
(16,042)
(71 ,251 )

15 Total Federal income Tax Expense Per Company (Per Company Sch. C-1, L30) (83,435)

16 Total State Income Tax Expense Per Company (Per Company Sch. C-1, L31 ) (18,380)

17 RUCO Federal Income Tax Adjustment Line 12 - Line 15 l$

I

28,226

18 RUCO State Income Tax Adjustment Line 13 - Line 16 $ 2,337

$ 2,293,279

3.71%
85,056

19

20
21

NOTE (A):
Interest Synchronization:
Adjusted Rate Base (Sch. WAR-2, Col. (H), L17)
Weighted Cost Of Debt (Sch. WAR-16 Col. (F), LI )
Interest Expense (L18 X L19) s

I
I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Rimrock System
Schedule TJC-15

Page 1 of 1

COST OF CAPITAL

(A) (B) (C) (D)
WEIGHTED

COST
RATE

LINE
no. DESCRIPTION

DOLLAR
AMOUNT

CAPITAL
RATIO

COST
RATE

1 Long-Term Debt $ 75,000,000 50.76% 7.31 % 3.71%

2 49.24% 8.33% 4.10%

3

Common Equity

Total Capitalization

72,744,646

$ 147,744,646 100.00%

4 WEIGHTED AVERAGE COST OF CAPITAL 7.81%l

References:
Columns (A) Thru (D): Testimony, WAR

I
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1 INTRODUCTION

Please state your name, occupation, and business address

My name is William A. Rigsby. I am a Public Utilities Analyst V employed

by the Residential  Uti l i ty Consumer Office, located a t  1110 W

Washington, Suite 220, Phoenix, Arizona 85007

Have you filed any prior testimony in this case on behalf of RUCO?

Yes. On June 12, 2009, I filed direct testimony with the ACC. My direct

testimony on revenue requirement addressed the operating revenue and

expense issues associated with the case. I also filed direct testimony on

cost of capital issues

Please state the purpose of your surrebuttal testimony

The purpose of my surrebuttal testimony is to respond to AWC's rebuttal

testimony on RUCO's recommended levels of operating revenue and

expense (i.e. operating income) for the Company's seventeen operating

systems in Arizona and on RUCO's posi t ion on various adjustor

mechanisms being proposed by AWC

20 Will your surrebuttal testimony address any of the rate base issues in the

case?

No. Those issues will be addressed in the surrebuttal testimony of RUCO

Q.

Witness Timothy J. Coley
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1 Are you also filing surrebuttal testimony on the cost of capital issues in this

case?2

3 Yes. I  have also f i led a separate p iece of  surrebut ta l  tes t imony on

4 RUCO's cost of capital recommendations.

5

6

7

How is your surrebuttal testimony organized?

My surrebuttal testimony contains four parts: the introduction that I have

8

9

10

11

12

just presented, a summary of AWC's rebuttal testimony, a section that

addresses the operating income adjustments that are in dispute between

the Company and RUCO, and a section on RUCO's surrebuttal position

on the various adjustor mechanisms being proposed by the Company. My

surrebuttal testimony also contains an abbreviated set of Northern Group

13 schedules that will present RUCO's revised required revenue

14 recommendations for each of AWC's seventeen operating systems

15

16

(RUCO witness Coley's Surrebuttal testimony will include a similar set of

schedules for the Company's Eastern and Western Groups).

17

18 Will RUCO be filing surrebuttal testimony on rate design that takes your

revised level of revenue into consideration?19

20 Yes. RUCO will f i le surrebuttal testimony on rate design on August 12,

21 2009. RUCO's  recommended rate des ign wi l l  take into account  the

22 revised level of  revenue that I wil l  be recommending in my surrebut ial

23 testimony.

Q.

A.

A.

Q.

Q.

A.

2
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1 SUMMARY OF ARIZONA WATER COMPANY'S REBUTTAL TESTIMONY

2 Have you reviewed AWC'S rebuttal testimony?

3 Yes. I have reviewed the rebuttal testimonies of  Company witnesses

4

5

William M. Garfield, Joseph D. Harris, Joel M. Raker, and Fredrick K.

Schneider, which were filed on July 10, 2009.

6

7 Brief ly summarize the rebuttal testimony of each of the aforementioned

8 witnesses.

9

10

Mr. Garf ield's rebuttal testimony addresses the points of  disagreement

that the Company has with ACC Staff and RUCO on the various adjustor

11 mechanisms that AWC has proposed in this proceeding. Mr. Harris'

12 rebuttal testimony focuses on the issues of water loss and the ACRM and

13 MAP surcharges. Mr. Reeker's rebuttal testimony takes issue with a

14

15

16

number of rate base and operating income adjustment recommendations

being made by ACC Staff and RUCO. Mr. Schneider's rebuttal testimony

deals with Arizona Department of Water Resources compliance, lost

17 water, plant held for future use, and post test year plant.

18

19

20

21

22

Which Company witnesses will your surrebuttal testimony focus on?

My surrebuttal testimony will focus on the issues addressed in the rebuttal

testimony of Mr. Reiker, on operating income, and the rebuttal testimony

of Mr. Garfield, on adjustor mechanisms.

23

Q.

A.

Q.

A.

Q.

A.

3
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1 OPERATING INCOME

What operating revenue and expense adjustments are AWC and RUCO in

disagreement over?

RUCO and AWC are in disagreement over the following three operating

income adjustments: (1) RUCO's four related adjustments to normalize

overtime hours that were incurred during the Test Year, (2) RUCO's

reversal of a Company adjustment designed to recover revenues that may

be lost as a result of implementing a conservation-oriented, three-tiered

inverted block rate design for the AWC's Northern Group, and, (3)

RUCO's decision to remove revenues pursuant to AWC's PPAM that is

currently in effect for all five of the Company's Northern Group systems.

Company W itness Joel  M. Reiker also takes issue with RUCO's

calculation of income tax

Does RUCO agree with Mr. Reiker's position regarding normalization of

test year expenses and RUCO Operating Adjustment No.'s 1, 2, 3 and 6?

Yes, in part. RUCO agrees that the portion of overtime expense that was

capitalized should not be included in RUCO's normalization calculation.

RUCO disagrees with Mr. Reiker's other normalization arguments.

4
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1

2

Are the revisions to RUCO Operating Adjustments #1, 2, 3 and 6 reflected

in RUCO's revised revenue figure?

3 Yes. RUCO has recalculated the aforementioned adjustments based on

4 information obtained in the Company's response to RUCO data request

5 4.01. The revised adjustments are approximately one-half of the dollar

6 amounts that were presented in direct testimony.

7

8 Has RUCO revised its Operating Adjustment #4 which reversed the

9

10

11

Company's adjustment to recover revenues that may be lost as a result of

implementing a conservation-oriented, three-tiered inverted block rate

design for the AWC's Northern Group?

12 No. RUCO has not revised its adjustment and has not changed its

13 pos i t ion on th is  issue despi te the tes t imony of  a RUCO witness that

14

15

provided testimony almost two decades ago in AWC's 1991 rate case

RUCO's cur rent  posi t ion i s  more in  l i ne wi th  the

16

17

18

proceeding.

Commission's recent concerns regarding adjustor mechanisms and their

propensity to shif t  r isk from ut i l i t ies to ratepayers. This situat ion was

addressed in a let ter by former ACC Commissioner Wil l iam A. Mundeli

19

20

(Attachment A) which was filed in a generic docket on the investigation of

regulatory and rate incentives'.

21

1 Docket Numbers E-00000J-08-0314 and G-00000c-08-0314.

Q.

A.

Q.

A.

5
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1

2

Is RUCO in agreement with the Company on RUCO Operating Adjustment

#5, which removes revenues pursuant to AWC's PPAM that is currently in

3 effect for all five of the Company's Northern Group systems?

4 Yes. RUCO accepts the Company's rebuttal argument on this issue, and

5 has reversed its adjustment for the Company's Northern Group systems.

6

7

8

Is RUCO still advocating a separate gross revenue conversion factor for

each individual system?

9 No. Consistent with a prior Decision for the Company's Northern Group

10

11

12

and RUCO's posit ion on rate consolidat ion, which wil l  be addressed in

RUCO's surrebuttal test imony on rate design to be f i led on August 12,

2009, RUCO is recommending a single gross revenue conversion factor

13 for each of the Company's seventeen operating systems.

14

15 Will RUCO have a final recommendation on rate case expense at the

16

17 Yes.

18

conclusion of the evidentiary hearing?

As  noted in  Mr .  Re iker ' s  rebut ta l  tes t imony,  the Company is

providing RUCO with updated rate case expense figures. RUCO'S final

19 recommended level of  rate case expense wil l  be presented in i ts f inal

20 schedules.

21

22

23

Q.

A.

Q.

A.

Q.

A.

6
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1

2

What increases/decreases in operating revenue is RUCO recommending

as a result of the revisions to operating revenue and expense adjustments

3 described above?

4 RUCO is recommending the following increases/decreases in operating

5 revenue:

Eastern Group

Svstems

Superstition

Bisbee

Sierra Vista

San Manuel

Oracle

Winkleman

Miami

RUCO's Recommended

Increased(Decrease)

In Operating Revenue

$1 ,952,703

$255,980

($157,931)

$312,445

($63,798)

$20,259

$626,319

Percentage

Increase/

(Decrease)

16.35%

14.85%

(10.80%)

38.46%

(5.66%)

20.80%

33.84%

Total Eastern Group $2,945,977

Western Group

Systems

Casa Grande

Stanfield

White Tank

Ajo

Coolidge

RUCO's Recommended

Increase/(Decrease)

In Operatincl Revenue

$3,487,828

$143,784

$302,576

$47,989

($71 .427)

$3,910,750

Percentage

Increase/

(Decrease)

31 .90°/o

108.99°/o

24.31 °/o

10.t9%

(3.22%)

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

Total Western Group

Q.

A.

7



I

»

I 4 Surrebuttal Testimony of William A. Rigsby
Arizona Water Company
Docket No. W-01445A-08-0440

Western Group

Svstems

Lakeside

Overgaard

Sedona

Pinewood

Rim rock

RUCO's Recommended

Increase/(Decrease)

In Operating Revenue

($133,634>

($272,285)

$908,544

$7,286

$373,452

Percentage

Increase/

(Decreases

(5.16%)
(16.15°/0)
25.80°/>

0.70%

73.52%

1

2

3

4

5

6

7

8

9

10

11

12

Total Northern Group

Total Company

$883,363

$7,740,090

13

RUCO's recommended increase in operating revenue is $7,701 ,200 lower

than the $15,441,290 level of increase requested by AWC.

recommendations listed above are summarized on Schedule WAR-1 for

The

14

15

16

17

the Northern Group systems in my surrebuttai testimony and Schedule

TJC-1 for the Eastern and Western Group systems that are included in the

surrebuttal testimony of RUCO witness Tim Coiey.

18

19 ADJUSTOR MECHANISMS

20 Has RUCO changed its position on the various adjustor mechanisms

addressed in the rebuttal testimony of Company witness William M.21

22 Garfield?

23 No. RUCO has not changed its position and continues to recommend that

24

25

26

the Commission reject AWC'S requests to restore PPAM's for the

Company's Eastern and Western Groups, to continue the PPAM that is

currently in place for the Company's Northern Group, to establish a PFAM

Q.

A.

8
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1

2

3

for all of the Company's operating systems (in order to pass the costs of

fuel through to ratepayers), and to establish an AAM as an alternative to

the aforementioned PPAM and PFAM pass through mechanisms.

4

5

6

7

8

Please address Mr. Garfield's position that the Company-proposed AAM

could be patterned on the existing ACRM, which includes an earnings test,

that allows for the recovery of costs associated with meeting the

requirements of the U.S. Environmental Protection Agency's ("EPA")

9 arsenic standard?

10

11

12

13

14

15

16

17

18

19

20

RUCO has addressed this issue a number of times in the past and has not

changed its position since. RUCO is opposed to ACRM-like mechanisms,

such as the one being proposed by Mr. Garfield, to be used for anything

other than for what it was originally intended for. The ACRM adjustor

mechanism was specifically designed to address a one-time federally

mandated event that impacted dozens of Arizona water companies

simultaneously. The original ACRM was approved by the Commission to

give water providers in Arizona the ability to recover the costs associated

with meeting the EPA's revised drinking water arsenic standard of 10 parts

per billion. The EPA's requirement that water providers comply with the

more stringent standard was in effect an unfunded mandate from the

21 federal government. Multiple Arizona water providers, including AWC,

22

23

had no choice but to either comply with the EPA's rule or face the

consequences of being in violation of it. This being the case,

Q.

A.

9
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1

2

representatives from the state's investor owned water companies, ACC

Staff, and RUCO developed the present ACRM which allows water utilities

3

4

5

6

to comply with the new EPA standard through a surcharge that was

establ ished within the context of a rate case proceeding where a

constitutional finding of a utility's fair value has been established. The key

point here is that the EPA's revised arsenic standard represented an

7

8

9

10

11

extraordinary circumstance that neither Arizona's government, which

includes the Commission, nor the state's water companies, either investor

owned or municipal, had any control over. The AAM being proposed by

Mr. Garfield has nothing in common with the circumstances that merited

the approval of the ACRM. Unlike the ACRM, the AAM is not in reaction

12 to extraordinary circumstances involving the health of Arizonans. Instead,

13

14

15

the AAM is an attempt to pass through everyday, ordinary business

expenses in order to relieve the Company from the burden of managing

these fluctuating costs. in fact the implementation of such a mechanism in

16

17

18

RUCO's view only creates a disincentive for utilities to keep costs under

control because they would be able to pass them through to ratepayers.

in short, the AAM is just one more way that risk is shifted from the utility to

19 the ratepayer.

20

21

22

10
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1

2

3

4

Does  RUCO have any comments  on Mr.  Gar f ie ld 's  remarks  that  the

implementation of adjustor mechanisms, such as those proposed by the

Company, would be beneficial in light of the current economic downturn

resulting in budget cuts and the lack of adequate ACC Staff to handle rate

5 cases?

6

7

8

9

I would submit that the implementation of adjustor mechanisms that allow

the pass through of costs, without a formal rate case proceeding, could

only make conditions during an economic downturn, such as the recession

we are currently experiencing, only worse by facilitating increases in rates

at a time when households and businesses are already struggling to make10

11 ends meet . Such pass through mechanisms would ef fect ively shield

12 utilit ies from harsh economic conditions with which their customers have

13

14

15

to deal.  The point  that rate cases may take longer because of staf f ing

shortages is an economic reality with which utilities such as AWC will just

have to deal. Quite frankly, l 'm somewhat disappointed that Mr. Garfield

16 would even raise this issue given the fact that regulated monopolies such

as AWC have near certain chances of  surv iv ing per iods of  economic17

18 dis t ress  than bus ines s es  t ha t  hav e  t o operate in a compet i t ive

19 environment.

20

21

22

23

Q.

A.

11
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1

2

Do you have any comments regarding the NARUC and NRRI documents

t h a t  Mr .  G a r f i e l d  p r e s e n t s  i n  s u p p o r t  o f  h i s  p o s i t i o n  o n  a d j u s t o r

3 mechanisms?

4

5

Both NARUC and NRRI state that they support the consideration of such

mechanisms but not the adoption of such mechanisms. Both talk about

6 other alternatives, such as consolidation. In light of RUCO's support of a

7

8

modified consolidation plan, adjustor mechanisms are not necessary here.

Moreover, the National Association of State Utility Consumer Advocates

9

10

has long opposed the use of adjustor mechanisms for all of the same

reasons stated by Commissioner Mundell (Attachment A), and reiterated

11 herein (Attachment B).

12

13

14

Does your s i lence on any of  the issues or posi t ions addressed in the

rebuttal testimony of the Company's witnesses constitute acceptance?

15 No, it does not.

16

17 Does this conclude your surrebuttal testimony on AWC'?

18 Yes, it does.

Q.

A.

A.

Q.

A.

Q.

12
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iEmest.Johnson .
Director, Utilities Divison .
Arizona Corporation Commission
1200 West Washington
Phoenix, AZ 85007

Investigation of Regulatory & Rate
Incentives for Gas & Electric Utilities,
Docket No.E~00000J-08-0314,
DOcket No. G-000000-08-0314

I

Dear Mr. Johnson:

As you may know, the Colorado Public.Utilities Commission has opened an investigatory docket
to look at incentives for gas and electric utilities under currentrate-.of-return regulation to see if
these incentives are producing behavior consistent with the Commission's policy goals. The
investigation would alsoexamine alternative forms of regulation and explore whether alternative
incentives could potentially achieve better results..

Some of the issues to be addressed in the Colorado' PUC's investigation are: how adjustment
clauses affect utility incentives, whether regulatory incentives could be changed to align a
utility's financial incentives with
competitive bidding and Utilities' buy-or-build decisions.

energy efficient` investment a.nd.the incentives involved in.

\

These are questions this Commission should also COnsider, therefore, l request that a generic
docket be Opened to investigate these issues. I have attached the Colorado PUC's order so
that'it .may serve as a template for our own inquiry into.utility incentives. l particularly look
forward to discussion on adjustor mechanisms and surcharges which can increase customers"
bills outside Of a rate case. These.have become common in recent years. This was not always
the case; For example, APS didnot have a power supply adjustor from1989 i0.2005 and TEP
does not currently have one. Prior to the proliferation of such adjustor mechanisms and
surcharges, utilities would have to bear the risk of increased fuel and purchased power costs
between rate cases. With an adjustor mechanism, most of this risk is shif ted to utility
customers.

Given the phenomenal growth that our state has been experiencing as Well as the series of rate
.increases that customers have had to bear, i believe that the time has come to seek creative
solutions. We need to take a look at Commission policies and explore alternatives.

Thank you for your attention to this matter. Arizona Corporation Commission

Sincerely, DOCKETED
.r

JUN 242008

William A. Mundell, Commissioner
Arizona Corporation Commission

1200 WEST WASHINGTON STREET; PHDENlX_ ARIZONA B5D07-2927 I 400 WEST CONGRESS STRE.ET; TUCSON, ARIZONA B5701-1347

www. acc. q OV
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Decision No. C08~0448

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO

DOCKETNO. 081-113EG

IN THE MATTER OF THE INVESTIGATION OF REGULATORY AND RATE INCENTIVES
FOR GAS AND ELECTRIC UTILITIES. .

1.

identiiedand discussed a set of policy initiatives that we intend to pursue over the next year or

more. One of those initiatives coricecms incentives faced by .the energy companies we regulate.

We ind that there is a need férgeater understanding by the -Commission and its Staff, of the

following: (1) the manner in which the existing regulatory structures and incentives influence

energy uti l i t ies' behav iors, (2) the extent to which these incentives

Commission policy goals, (3) the manner in which alternative regulatory strictures and

incentives for these utilities may impact their actions; and (4) die extent .~t6 which there

alternative regulatory structures may achieve results Consistent with CommissiOn policy goals.

purpose of such an investigation. We clarified that the purpose of such an investigation is to

forum as part of other Commission initiatives. We also found that the scope of our investxgatlon

focus On utility incentives, with the goal of addressing customer-side incentives in a separate

BY THE COMMISSION

A. Statement

1.

2.

On February 21, 2008, the COmmission held a deliberations meeting 'm which we

As part of our deliberations on March 26, 2008, wcbegan with a discussion of the

. mu. W

ORDER OPENING INVESTIGATORY
DOCKETAND NOTICE OF INQUIRY

Mailed Date: A'pm'1 29, 2008
Adopted Date: March 26, 2008

ll
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should be broad enough to assess body the existing inceritives for utilities inherent as part of The

current regulatory paradigm (e.g., rate-of-return/cost of service with varying adjustment clauses)

as well as an understanding of other regulatory paradigms (e.g., alternative forms of regulation,

price-cap index regulation). We also discussed our v ision of  the Process that includes'

participatory Conversations about these issues with all stakeholder interested in these issues.

3. In addition, we discussed au: expectations as to the l ikely outcomes of the

investigation. While we cannot predict what the specific outcomes will be, possible outcomes

include any or all of the following: a report from Co ission Staff (Shaft) summarizing the

conclusions from the investigations, recommendations for rule changes, recommendations for

possible legislative policy changes, and a formal record that. could be included in other

Commission pl'oceedlmgs.

4. We also discussed the. priority and timing of the jnvestigadon, noting that a

reasonable time for conclusion of due investigation was the end of 2008, Prior to the next

legislative session .and contemporaneous with the expected filing of a general rate case by Public

Service Company of Colorado.

An initial list of questions and issues were identif ied 'to assist in defining the

scope of the proceeding. The questions include:

i.

i i .

i i i .

iv .

v i.

What basic incentives does today's regulatory structure (Ag. , rate-of-
return regulatory structure, adjustment clauses, test year determination,
depreciation policies) provide to Colorado; electric and gas utilities?

What are the alternatives to the Rate Base-Rate of Return model?

How do adjustment clauses affect utility incentives?

What are the alternatives to adjustment clauses? .

Can the regulatory incentive structure be changed to align a util ity's
financial incentives with energy e$ciency investment?

Can the incentive structure be modified to heighten the utility's incentives
for rnanagernent efficiency?

2
.ll it

H I I. I I

5.
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Decision No. C08-0448 DOCKET NO. (JSI-113EG

vii.

viii.

ix.

Should the Commission consider an electric "decoupling" mechanism?

Can the regulatory incentive structure be altered to change the stakes for a
utility making a build-or~buy decision?

What impact does the current .regulatory structure regarding the buy-or-
build scenario have on competitive bidding as a tool in resource selection?

What is the state of the art across the nation?

I

I

I The Commission understands that the outcomes of the investigation should apply prospectively,

and not affect related issues that are addressed by current proceedings.

6. Additional impetus for this investigation has been provided by Governor Ritter's

Executive Order D 004 08, issued on April 28, 2008. In relevant part, the Executive Order

provides :

GreenlWuse Gas Emissions from the Uu1i1y Sectcrz

I hereby request that the PUC require from each utility widuin its jurisdiction an
ERP for achiev ing a 20% reduction in its greenhouse gas emissions from
2005 levels by 2020. .

I hereby direct GEO and the Department of Regulatory Agencies to identify
regulatory and legislative changes that may be needed to provide the investor-
owned utility with the appropriate incentives to reduce greenhouse .gas emissions,
and to reduce the financial barriers to investments in renewable energy sources,
energy efficiency, carbon credits and clean coal technologies. The Executive
Directors of these agencies will provide their suggestions to my office within
12 months of the date of this Executive Order.

We drink that the assignment to the Department of Regulatory Agencies will be substantially

I

assisted by our proposed investigation of utility incentives.

1 7. At the March 26, 2008 meeting we discussed a Staff recommendation to keep the

methods used in the proceeding as flexible as possible including, but not limited to: Staff

research, expert consultant research, Commission orders seeking comments, workshop

1

I

1

presentations, and, to the extent allowable, individual discussions with pafties of interest, as long

iI as those discussions are fully disclosed to all interested parties. Since Huts proceeding is

ii/estigatory in nature, primarily focused on gathering information and will not impact any

3

.| III
II
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DOCKET no. 08I-113EG

current docket, the "permit, but disclose" approach is reasonable. In addition, Staff explained

that the "permit, but disclose" discussions are often used by the Federal ENergy Regulatory

Commission and the Federal Communications Commission when investigating non-adjudicatqry

mailers of interest before them

We agree with Staffs rewrnrnendation, and direct Staff to promptly begin the

research phase (both.Staflf research and external resource research)

In addition, we invite interested parties to file comments in respoNse to this order

that address the appropriate scope of this inquiry, suggesting specific topics not covered in

paragraph 5 above, arid methods of inquiry. We are not seeldng comments on. the substance of

the inquiry at this point; we anticipate that the Commission will issue subsequent orders in this

docket requesting replies .to specific questions we pose to interested parties

10. Once Staffhas an opportunity to review comments filed by interested persons, we

direct StaE -to initiate a dialogue involving 'the Commission, Staff; and all parties in interest

addressing questions related to the impact of incentives on utility decisiommaddng, and -to

schedule workshops and roundtable discussions as appropriate

I I

The Commission Orders That

An investigatory docket is opened concerning regulatory structures and incentives

that influence electric and gas utility actions under existing regulatory structures in Colorado and

concerning alternative incentives and alternative regulatory and rate strucMes that May alter or

influence utility actions



Decision No. C08~044S

Before Rh: Public Utilities Commission of the Slat: of Colnrndo

DOCKET NO_ 0s1-11318G

2 Staff of the Commission shall conduct this investigation pursuant to the authority

vested in the Commission pursuant to Tide 40, Articles 1 through 7 of the Colorado Revised

Statutes

3 Notice of this Order shall be provided to the public and to all interested parties

Interested .persons are encouraged to submit ccgmments on due scope of the

proceeding within 30 days of the Mailed Date of this Order. In addition to the filing of written

comments, interested persons may submit comments electroMcally by compact disk (CD), or e

mail to Duc@dora.state.co.us

5 This Order is effective upon its Mailed Date

ADOPTED IN COMMISSIONERS' WEEKLY MEETING
March 2.6. 2008

THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO

Commissioners

G:\ORDER\C08-0448 DBI-113EG.doc:SRS
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National Association of State Utility Advocates
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Page 1 of 2

NAN9NAt Assucmnow
QF STATE Lmuw

CQNSUM ER Anvczmrrzs

About NASUCA I Calendar I Committees I Newsramm E Resaiutioras 1 Testimony/Filings I Links

Home > Resolutions > Water Company Infrastructure Costs

National Association of State Utility Consumer Advocates
R E s o L U T I o N

Discouraging State Regulatory Commissions from Adopting Automatic
Adjustment Charges for Water Company Infrastructure Costs

WHEREAS, certain regulated water companies have recently proposed
mechanisms for automatically increasing water rates, prior to regulatory review,
based upon isolated items of expense related to infrastructure projects; and
WHEREAS, the National Association of State Utility Consumer Advocates
(NASUCA) believes that public interest is still best served by rate of return
regulation of investor-owned water companies and that such automatic
adjustment mechanisms contradict several sound rate of return rate raking
principles, including the matching principle, because increases to items of rate
base are recognized far outside of the test year from which all other rate base,
as well as revenues, expenses, and cost of capital items that are used when
calculating rates, allowing 'piecemeal ratemaking' and preventing the
recognition of any simultaneous offsetting reductions in other items, and

WHEREAS, automatic adjustment mechanisms also circumvent regulatory
review of increases to rate base for prudence and reasonableness, and

WHEREAS, automatic adjustment mechanisms further create bad public policy
by eliminating the built-in regulatory incentive to control costs between rate
cases and, generates incentives to increase spending in order to avoid reduction
of the surcharge which occurs if the water company's authorized return is
reached; and

WHEREAS, when an automatic adjustment clause is adopted, rate stability is
reduced and proper price signals are distorted by frequent rate increases, and
no convincing evidence has been shown to support the claim that the frequency
of rate case proceedings is reduced by such clauses, and

WHEREAS, special incentives are not needed in order ensure adequate water
quality, pressure, and a proper reduction of service interruptions, and

WHEREAS, automatic adjustment mechanisms can inappropriately reward water
companies that have imprudently fallen behind in infrastructure improvements,
and

WHEREAS, it is inappropriate to tilt the regulatory balance against consumers
and shift business risk away from water companies simply for the purpose of
creating an incentive for these companies to fulfill their basic obligation to
provide safe and adequate service;

http1//www.nasuca.org/res/water/res993.php

NHSUEH

8/6/2009



National Association of State Utility Advocates Page 2 of 2

THEREFORE, BE IT RESOLVED, that NASUCA strongly recommends state
legislatures and state public utility commissions avoid the implementation of
automatic adjustments charges for water company infrastructure costs, and

BE IT FURTHER RESOLVED, that NASUCA authorizes its Executive Committee to
develop specific positions and to take appropriate actions consistent with the
terms of this resolution. The Executive Committee shall notify the membership
of any action taken pursuant to this resolution.

Approved by NASUCA:

June, 1999, Baltimore, Maryland

Submitted By:

NASUCA Ad Hoc Water Committee

Christine Malone Hoover, PA, Chair
Wes Blakley, IN
Robert Brabston, NJ
John Coffman, MO
Brian Gallagher, DE
Donald Rogers, MD
Dale Stransky, NV
James Warden, Jr., NY

National Association of State Utility Consumer Advocates
8380 Colesville Road, Suite 101, Silver Spring, MD 20910
Phone: (301) 589-6313 Fax: 589-6380
e-mail: nasuca@nasuca.orq

http://www.nasuca.org/res/water/res993.php 8/6/2009



ll!l I



1

I

Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System - Surrebuttal
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1

1

1

REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR
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SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

COST OF CAPITAL
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System - Surrebuttal

Schedule WAR-1

Page 1 of 1

REVENUE REQUIREMENT

LINE

no . DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB
COST

1 Adjusted Original Cost/Fair Value Rate Base $ 7,169,218 $ 7,030,054

2 Adjusted Operating Income (Loss) $ 517,717 $ 597,356

3 Current Rateof Return(LE ILI ) 7.22% 8.50%

4 Required Operating income (Ls X L1) $ 703,606 $ 515,303

5 Required Rate of Return on Fair Value Rate Base 9,81% 7.33%

6 Operating Income Deficiency (L4 - LE) $ 185,889 $ (82,053)

7 Gross Revenue Conversion Factor (WAR-1, Page 2) 1 .6288 1 .6286

8 Required Increase in Gross Revenue Requirement (L7x LE) $ (133,634)l

9 Adjusted Test Year Revenue $ 2,588,849 $ 2,588,943

10 Proposed Annual Revenue (L8 + LE) $ 2,891 ,594 $ 2,455,309

11 Required Percentage Increase in Revenue (LB / LE) 11 .69% »5.16%

12 Consolidated Revenue Adjustment $ (23,271 ) $ 27,137

13 Required Increase in Gross Revenue Under Proposed Consolidation $ 279,355 $ (106,497)

14 Required Revenue Under Proposed Consolidation $ 2,868,204 $ 2,482,446

15 Required Percentage Increase in Revenue Under Proposed Consolidation 10.79% -4.11%

16 Rate of Return on Common Equity 12.40% 8.33%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule WAR-2, WAR~7, and WAR-13

I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System - Surrebuttal
Scheduie WAR-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)
Revenue Conversion Factor(L1 /LE)

1 .0000
0.3860
0.6140

5
6
7
8
9

10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X L8)
Combined Federal And State Income Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31 .630Q%
38.5989%

$ 515,303
597,356

11
12
13

Required Operating Income (Sch. WAR-1, Pg 1, C (B), LE)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. WAR-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12) $ (82,053)

Income Taxes On Recommended Revenue (Col. (D), L31) 168,819
Income Taxes On Test Year Revenue (Col. (D), L32) 220,400
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

SB14
15
16

17 Total Required Increase In Revenue (L13 + L16)

$

$

(st581)

(133,634)

L23)

RUCO
Recommended
$ 2,455,309

1,771 ,187
246,755
437,367
6.9680%

$

$ 30,476

$
$
$
$
$
$

406,891
7,500
6,250
8,500

91 ,650
24,443

18
19
20
21
22
23
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX

Revenue (Sch. WAR-1, Pg 1, Col. (B), L12)
Operating Expense Excluding Income Tax (WAR-7, Col. (E), L27 - L22
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State lnoome Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable lnoome (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

138,343
168,819

32
33

Test Year Combined Income Tax, RUCO as Adjusted (WAR-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (SeeWAR-6, Col. (D), L23)

$
$

220,400
(51,581)

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

$ 7,G30,054
3.51%

246,755

35
36
37

CALCULATION OF INTEREST SYNCHRONIZATION:
Rate Base (Sch. WAR-2, Col. (C), L17)
Weighted Avg. Cost of Debt (Sch. WAR-16, Col. (F), LI )
Synchronized Interest (L35 X L36) s
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System - Surrebuttal
Schedule WAR-2

Page 1 of 1

RATE BASE - ORIGINAL COST

LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

OCRBlFVRB

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ $ $
(313,824)

1

2

3

4

5

G
7

Plant Classification

Intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission & Distribution Plant

General Plant
Total Gross Plant in Service $

1,767

1,730,757

2,184,518

72,344

11,151,870

903,362
16,044,619 $ (313,824) $

1,767

1,416,933

2,184,518

72,344

11,151,870

903,362
15,730,795

8
9

Accumulated Depreciation
Net Utility Plant In Service (Sum LI & LE) $

(4,088,030)
11,956,589 $

209,049
(104,775) s

(3,878,981)
11,851 ,814

10 Advances In Aid Of Const, $ (2,366,968) $ $ (2,366,968)

$ $ $11
12
13

Contribution In Aid of Const.
Accumulated Amortization of CIAC

NET CIAC (L5 + LE) $

(1 ,691 ,940)
370,501

(1 ,321 ,439) $ $

(1,691 ,940)
370,501

(1,321,439)

14 Deferred Income Tax $ (1,188,230) $ $

15 $ $ S

16 $ 89,266 $

(8,300)

(26,088) $

(1,188,230)

(8,300)

63,178

17

Customer Deposits

Allowance for Working Capital

Net Regulatory Asset/ (Liability) s $ $

18
19

Rounding
TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16)

$
$ 7,169,218

$
$ (139,163)

5
$ 7,030,054

References:
Column (A): Company Schedule B-1
Column (B): Schedule WAR-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Lakeside System - Surrebuttal
Schedule WAR-7

Page 1 of 1

OPERATING INCOME

DESCRIPTION

COMPANY
AS

FILED
TEST YEAR

ADJM'TS
TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

$ 2,158,058
374.740

5

$ $ $ (133,634) $
Operating Revenues

Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues $
23.656

2,563,364 $ $

2,158,058
374,740

5,354
1 ,557

23,656
2,563,364 $ (133,634) $

2,024,424
374,740

5,354
1 ,557

23,656
2,429,730

Miscellaneous
Total Operating Revenues $

25.579
2,588,943

$
$ $

25,579
2,588,943

$
$ (133,634)

$
$

25,579
2,455,309

1,233
5,184

$ $ 1,233
5,1845

181.940 181,940 181,940

53.677
28.463

290.447
275.893

20

Operating Expenses
Source of Supply Expenses

Purchased Water
Other

Pumping Expenses
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense $
506.659

1,344,181 $
(111,280)
(111,280) $

53,677
28,463

290,447
275,893

686
395,379

1 ,232,901 $ $

53,677
28,463

290,447
275,893

686
395,379

1232,901

Depreciation 8 Amortization Expenses $ 416,943 $ (18,378) $ 398,565 $ $ 398,565

$ $ 50.889 $ $ (42,270)
(9,312)

$ 138,343
30,476

106,103
33,618

308,540
26

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes $

129,724
28.577

116.684
35.117

310,102 $

(10,581)
(1 ,499)
50.019 $

180,613
39,787

106,103
33,618

360,121 $ (51,581) $

27
28

Total Operating Expenses
Operating Income

$
$

2,071,226
517,717

$
$

(79,639)
79.639

$
$

1,991,587
597,356

$
$

(51 ,581)
(82,053)

s
s

1,940,006
515,303

References
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
WAR-8, Columns (B) Thru (I)
Column (A) + Column (B)
WAR-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. w-01445A-08-0440
Test Year Ended December 31, 2007

Lakeside System - Surrebuttal
Schedule WAR-15

Page 1 of 1

COST OF CAPITAL

(A) (B) (C)

LINE
no. DESCRIPTION

DOLLAR

AMOUNT

CAPITAL

RATIO

COST

RATE

(D)
WEIGHTED

COST
RATE

1 Short-Term Debt $ 7,300,000 4.80% 3.00% 0.14%

2 Long-Term Debt $ 75,000,000 49.35% 6.83% 3.37%

3 69,671 ,689 45.85% 8.33% 3.82%

4

Common Equity

Total Capitalization $ 151,971,689 100.00%

5 WEIGHTED AVERAGE COST OF CAPITAL 7.33%l

References:
Columns (A) Thru (D): Testimony, WAR

I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Overgaard System - Surrebutta\

TABLE OF CONTENTS TO WAR SURREBUTTAL SCHEDULES (ABBREVIATED)

TITLE

1 &2

WAR-15

REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

COST OF CAPITAL



$ (272,285)$ (68,781)

H l H

Arizona Water Company
Docket No. W~01445A-08-0440
Test Year Ended December 31 , 2007

Overgaard System - Surrebuttal

Schedule WAR-1

Page 1 of 1

REVENUE REQUIREMENT

DESCRIPTION

(A)
COMPANY

OCRB/FVRB

COST

(B)
RUCO

OCR B/FVRB

COST

Adjusted Original Cost/Fair Value Rate Base $ 3,338,584 $ 3,318,815

Adjusted Operating Income (Loss) $ 369,890 $ 410,455

Current Rate of Return(LE ILI ) 11.08% 12.37%

Requlred Operating Income(L5 X LI) s 327,657 s 243,269

Required Rate of Return on Fair Value Rate Base 9.81 % 733%

Operating Income Deficiency (LE - L2) $ (42,232) $ (167,186)

Gross Revenue Conversion Factor (WAR-1, Page 2) 1.6286 1 .6286

Required Increase in Gross Revenue Requirement (L7 X Le)

Adjusted Test Year Revenue $ 1,686,342 $ 1,686.342

Proposed Annual Revenue (LB + LE) $ 1,617,561 $ 1,414,057

Required Percentage Increase in Revenue (LB /LE) ~4. 08% -16 15%

Consolidated Revenue Adjustment $ 23,271 s 21,775

Required Increase in Gross Revenue Under Proposed Consolidation $ (45_030) $ (250,510)

Required Revenue Under Proposed Consolidation $ 1,640,619 $ 1,435,832

Required Percentage Increase in Revenue Under Proposed Consolidation -2.67% -1486°/1

Rate of Recur on Common Equity 12.40% 833%

References
Column (A): Company Schedules A-1 and C-1
Column (B)i RUCO Schedule WAR-2, WAR-7, and WAR-13
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Overgaard System - Surrebuttal
Schedule WAR-_

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1.0000
03860
0.6140

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)
Revenue Conversion Factor(LI /LE) 1.6286 I

5
6
7
8
9

10

CALCULATION OF EFFECTIVE TAX RATE;
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X L8)
Combined Federal And State Income Tax Rate (LE + LE)

100.0000%
6.9680%

9:8.0320%
34,0000%
31 .6309%
38.5989%

$ 243,269
410,455

11
12
13

Required Operating Income (Sch. WAR-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. WAR-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12) $ (167,186)

Income Taxes On Recommended Revenue (Col. (D), L31)
Income Taxes On Test Year Revenue (Col. (D), L32)
Required Increase In Revenue To Provide For Income Taxes (L14

$ 79,698
184,797

L15>

14
15
1 6

17 Total Required Increase In Revenue (L13 + L16)

$

$

(105,099)

(272,285)
RUCO

Recommended
$ 1,414,057

1,091 ,090
116,490
206,476
6.9680%

$

$
192,089

14,387

$
$
$
$
$
$ 65,310

1 8
19
20
21
22
23
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX
Revenue (Sch. WAR-1, Pg 1, Col. (B), L12)

Operating Expense Excluding Income Tax (WAR-7, Col. (E), L27 - L22 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable income (L18 - L19 - L20)
Arizona State income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd inc. Bracket ($75,001 .. $100,000) @ 34%
Fed. Tax on 4th inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

65,310
79,698

32
33

Test Year Combined Income Tax, RUCO as Adjusted (WAR-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See WAR-6, Col. (D), L23)

$
$

184,797
(105,099)

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

$35
36
37

CALCULATION OF INTEREST SYNCHRONIZATION:
Rate Base (Sch. WAR-2, Col. (C), L17)
Weighted Avg. Cost of Debt (Sch. WAR-16, Col. (F), LI )
Synchronized Interest (L35 X L36)

I

$

3,318,815
3.51%

116,490
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Overgaard System - Surrebuttal
Schedule WAR-2

Page 1 of 1

RATE BASE . ORIGINAL cosT

LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

OCRBlFVRB

(B)
RUCO

OCRBlFVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

S $ $ 1,111

709,152

588,420

58,991

8,818,945

728,787
10,905,405

1

2

3

4

5

6
7

Plant Classification

Intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission & Distribution Plant

General Plant
Total Gross Plant in Service $

1 ,111

709,152

588,420

58,991

8,818,945

728,787
10,905,405 $ $

8
9

Accumulated Depreciation
Net Utility Plant In Service (Sum LI & L2) $

(3,542,894)
7,362,511 s

629
629 $

(3,542,265>
7,363,140

10 Advances In Aid Of Const. $ (1 ,420,695) $ $ (1,420,695)

$ $ $
11
12
13

Contribution In Aid of Const.
Accumulated Amortization of CIAC

NET CIAC (L5 + LE) $

(2,543,592)
613,170

(1,930,422) $ $

(2,543,592)
613,170

(1,930,422)

14 Deferred Income Tax $ (764,684) $ $

$ $ $
15

(764,684)

(6,935)

78,411
$ 91,873 $

(6,935)

(13,463) $
16

$ $ $
17

Customer Deposits

Allowance for Working Capital

Net Regulatory Asset / (Liability)

18
19

Rounding
TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16)

$
$ 3,338,584

$
$ (19,768)

s
$ 3,318,815

References:
Column (A): Company Schedule B-1
Column (B): Schedule WAR-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Overgaard System - Surrebuttal
Schedule WAR-7

Page 1 of 1

OPERATING INCOME

LINE
no. DESCRIPTION

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E>
RUCO

AS
RECOMM'D

$ 1,521,187
129,575

$ $ 1,521,187
129,575

$ (272,285) $ 1 ,248,902
129,5751

2
3
4
5
6

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues $

1,195
9,963

1,661,920 $ $

1,195
9,963

1 ,661 ,920 $ (272,285) $

1 ,195
9,963

1 ,389,635

7
8

Miscellaneous
Total Operating Revenues

$
$

24,422
1 ,686,342

$
$

$
$

24,422
1 ,686,342

$
$ (272,285)

$
$

24,422
1,414,057

$ 58
4,378

$ $ 58
4.378

$ $ 58
4,378

71,171 71,171 71,171

g
10
11
12
13
14
15
16
17
18
19
20

Operating Expenses
Source of Supply Expenses:

Purchased Water
Other

Pumping Expenses:
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission 8¢ Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense $

43,941
14,733

237,473
207,198

446
279,673
859,072 $

(61 ,225)
(61 ,225) $

43,941
14,733

237,473
207,198

446
218,449
797,848 $ $

43,941
14,733

237,473
207,198

446
218,449
797,848

21 Depreciation 8¢ Amortization Expenses $ 214,780 $ (3,477) $ 211,304 $ $ 211,304

$ s $ $ (86,126)
(18,973)

$ 65,310
14,387
60,147
21,791

161,636

22
23
24
25
26

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes s

126,761
27,924
65,159
22,756

242,600 $

24,676
5,436

(5,012)
(965)

24,135 $

151,437
33,360
60,147
21,791

266,735 $ (105,099) $

27
28

Total Operating Expenses
Operating Income

$
s

1 ,316,453
369,890

$
$

(40,566)
40,566

$
$

1 ,275,887
410,455

s
8

(105,099)
(167,186)

$
$

1 ,170,788
243,269

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
WAR-8, Columns (B) Thru (I)
Column (A) + Column (B)
WAR-1
Column (C) + Column (D)
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ArizonaWater Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Overgaard System - Surrebuttal
Schedule WAR-t5

Page 1 of 1

COST OF CAPITAL

WEIGHTED

CAPITAL

Short-Term Debt

DESCRIPTION

$

DOLLAR
AMOUNT

7,300,000 4.80% 0.14%

Long-Term Debt $ 75,000,000 49.35%

69.671 .689 45.85%Common Equity

Total Capitalization $ 151,971,689 100.00%

WEIGHTED AVERAGE COST OF CAPITAL

References
Columns (A) Thru (D): Testimony, WAR
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31. 2007

Sedona System - Surrebuttual

TABLE OF CONTENTS TO WAR SURREBUTTAL SCHEDULES (ABBREVIATED)

TITLE

1 82 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

COST OF CAPITALWAR-15



$ 908,544

l

Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Sedona System - Surrebultual

Schedule WAR-1

Page 1 of 1

REVENUE REQUIREMENT

DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(8)
RUCO

OCRBIFVRB
COST

$ 18,018,530 $ 14,833.726

$ 424,708 $ 529,456

2.36% 3.57%

$ 1 ,768,386 $ 1,087,312

Adjusted Original Cost/Fair Value Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (LE/ LI)

Required Operating income (L5 X LI )

Required Rate of Return on Fair Value Rate Base 9.81% 7.33%

$ 1,343,679 $ 557,856

1 .6286

Operating Income Deficiency (L4 - LE)

Gross Revenue Conversion Factor (WAR-1, Page 2) 1.6286

Required increase in Gross Revenue Requirement (LE X LE) [s 2,188,362 I

Adjusted Test Year Revenue $ 3,521,124 S 3,521,124

10 $ 5,709,486 $ 4,429,669

11 62.15% 25.80%

12

Proposed Annual Revenue (L8 + LE)

Required Percentage Increase in Revenue (LB/ LE)

Consolidated Revenue Adjustment $ 216,885 s 44,421

13 $ 2,404,707 $ 952,966

14 $ 5,926,065 55 4,474,090

27.06%15 68.29%

16

Required Increase in Gross Revenue Under Proposed Consolidation

Required Revenue Under Proposed Consolidation

Required Percentage Increase in Revenue Under Proposed Consolidation

Rate of Return on Common Equity 12.40% 8.33%

References
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule WAR-2, WAR-7, and WAR-13
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Sedona System - Surrebuttual
ScheduleWAR-t

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)
Revenue Conversion Factor(LI /LE)

1.0000
0.3860
0.6140

5
6
7
8
9
10

CALCULATION OF EFFECTIVE TAX RATE-.
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State income Tax Rate
Federal Taxable Income (L5 - LE)
Applicable Federal income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X L8)
Combined Federal And State income Tax Rate (LE + LQ)

100.0000%
6.9680°/0

93.0320%
34.0000%
31 .6309%
38_598Q%

$ 1,087,312
529,456

11
12
13

Required Operating lnoome (Sch. WAR-1, Pg 1, C (B), LE)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. WAR-1, Pg 1, C (B), LE)
Required Increase In Operating income (L11 - L12) $ 557,856

Income Taxes On Recommended Revenue (Col. (D), L31) 356,215
Income Taxes On Test Year Revenue (Col. (D), L32) 5,527
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$14
15
16

17 Total Required Increase In Revenue (L13 + L16)

$

$

350,688

908,544
RUCO

Recommended
35 4,429,669

2,986,142
520,664
922,863
6.9680%

$

$
858,558

64,305

s
$
$
SS
$
$ 291,910

18
19
20
21
22
23
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX
Revenue (Sch. WAR-1, Pg 1, Col. (B), L12)

Operating Expense Excluding IncomeTax (WAR-7,Col. (E), L27 - L22 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State lnoome Tax Rate
Arizona income Tax (L21 X L22)
Fed. Taxable income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

291,910
356,215

32
33

Test Year Combined Income Tax, RUCO as Adjusted (WAR-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See WAR-6, Col. (D), L23)

$
$

5,527
350,688

34.00%
34 Applicable Federal Income Tax Rate (Col. (D), L30 l Col. (C), L24)

$ 14,833,726
3.51%

520,664

35
36
37

CALCULATION OF INTEREST SYNCHRONIZATION:
Rate Base (Sch. WAR-2, Col. (C), L17)
Weighted Avg. Cost of Debt (Sch. WAR-16, Col. (F), LI)
Synchronized Interest (L35 X L36) $
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Sedona System - Surrebuttual
Schedule WAR-2

Page t of 1

RATE BASE - ORIGINAL COST

LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

OCRB/FVRB

(B)
RUCO

OCRBIFVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ $ $

(3,397,718)
(6,761)

(B61 ,738)

1

2

3

4

5

6
7

Plant Classification

Intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission 81 Distribution Plant

General Plant
Total Gross Plant in Service $

3,287

5,917,390

2,266,429

1 ,297,124

23,574,185

1 ,166,200
34,324,616 $ (4,066,217) $

3,287

2,519,672

2,259,668

1,297,124

23,012,447

1,166,200
30,258,399

8
9

Accumulated Depreciation
Net Utiiity Plant In Service (Sum LI 8< L2) $

(6,146,140)
28,178,476 $

948,993
(3,117,224) $

(5,197,147)
25,061,252

10 Advances In Aid Of Const. $ (3,651 ,412) $ $ (3,G51,412)

$ $ $
11
12
13

Contribution In Aid of Const,
Accumulated Amortization of CIAC

NET CIAC (L5 + LE) $

(6,396,542)
1,279,254
(5,117,288) s $

(6,396,542)
1,279,254
(5,117,288)

14 Deferred Income Tax $ (1,619,443) $ $

15 $ $ $

(1,619,443)

(18,576)

179,193
18 $ 228,197 $

(18,576)

(49,005) $

17

Customer Deposits

Allowance for Working Capital

Net Regulatory Asset / (Liability) $ s $

18
19

Rounding
TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16)

$
$ 18,018,530

$
$ (3,184,804)

$
$ 14,833,726

References:
Column (A): Company Schedule B-1
Column (B): Schedule WAR-
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 . 2007

Sedona System - Surrebuttual
Schedule WAR-7

Page 1 of 1

OPERATING INCOME

DESCRIPTION

COMPANY
AS

FILED
TEST YEAR
ADJM'TS

TEST YEAR
AS ADJ'TED

PROP'D
CHANGES RECOMM'D

$ 2,500,263
957,571

$ $ 2,500,263
957.571

$ 908,544 $ 3,408,808
957.571

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues $
26.716

3,492,558 $ $
26.716

3,492,558 $ 908,544 $
26.716

4,401,102

Miscellaneous
Total Operating Revenues $

28.567
3,521,124

$
$ $

28,567
3,521 ,124

$
$ 908,544 $

28.567
4,429,669

518.834 518.834 518.834

20

Operating Expenses
Source of Supply Expenses

Purchased Water
Other

Pumping Expenses
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission 8< Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative gt General Expenses

Total Operations & Maintenance Expense $

129.182
319.722
400.194
323.108

2
641 .077

2,344,827 $
(131,202)
(131 ,202) $

129.182
319.722
400.194
323.108

2
509.874

2,213,624 $ $

129.182
319.722
400.194
323.108

2
509.874

2,213,624

Depreciation 8¢ Amortization Expenses $ 731 ,033 $ (117,285) $ 613,748 $ $ 613,748

$ $ $ 4.529 $ 287,381
63.307

$

26

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes

(125,482)
(27,643)
125.837
47.845
20,557 $

130,011
28.640
(12,869)
(2,043)

143,739 $

112.968
45.802

164,296 $ 350,688 s

291,910
64.305

112.968
45.802

514,984

27
28

Total Operating Expenses
Operating Income

$
$

3,096,417
424,708

$
$

(104,748)
104,748

$
$

2,991 v669
529,456

$
$

350,688
557,856

$
s

3,342,357
1.087,312

References
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
WAR-8, Columns (B) Thru (I)
Column (A) + Column (B)
WAR-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Sedona System - Surrebuttual
Schedule WAR-15

Page 1 of 1

cosT OF CAPITAL

(C)

CAPITAL

(D)
WEIGHTED

COST
RATEDESCRIPTION

DOLLAR

AMOUNT

Short-Term Debt $ 7,300,000 4.80% 3.00% 0.14%

Long-Term Debt $ 75,000,000 49.35% 6.83% 3.37%

69.671.689 45.85% 8.33% 3.82%Common Equity

Total Capitalization $ 151,971,689 100.00%

WEIGHTED AVERAGE COST OF CAPITAL 7.33%l

References
Columns (A) Thru (D): Testimony, WAR

l
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Pinewood System - Surrebuttal

TABLE OF CONTENTSTO WAR SURREBUTTAL SCHEDULES (ABBREVIATED)

TITLE

1 a 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

COST OF CAPITALWAR-15



$ 7,286

l Ill\lull\ ll H l

I 1

Arizona Water Company
Docket No. w-01445A-08-0440
Test Year Ended December 31, 2007

Pinewood System - Surrebuttal

Schedule WAR-1
Page 1 of 1

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB

COST

1 Adjusted Original Cost/Fair Value Rate Base $ 1 ,882,836 $ 1 ,830,266

2 Adjusted Operating Income (Loss) $ 104,677 $ 129,685

3 CurrentRate of Return(L2 /L1 ) 5.56% 7.09%

4 Required Operating Income (L5 XL1 ) $ 184,787 $ 134,158

5 Required Rate of Return on Fair Value Rate Base 9.81% 7.33%

6 Operating Income Deficiency (L4 - L2) $ 80,110 $ 4,474

7 Gross Revenue Conversion Factor (WAR-1, Page 2) 1 .6286 1 .6286

8 Required Increase in Gross Revenue Requirement (L7 X LE) l$ 130,470 I

9 Adjusted Test Year Revenue $ 1,047,463 $ 1,047,463

10 Proposed Annual Revenue (LB + LE) $ 1,177,933 $ 1,054,749

11 Required Percentage Increase in Revenue (LB/ LE) 12.46% 0.70%

12 Consolidated Revenue Adjustment $ 6,107 $ 14,494

13 Required Increase in Gross Revenue Under Proposed Consolidation $ 136,993 $ 21,781

14 Required Revenue Under Proposed Consolidation s 1,183,734 $ 1,069,244

15 Required Percentage Increase in Revenue Under Proposed Consolidation 13.09% 2.08%

16 Rate of Return on Common Equity 12.40% 8.33%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule WAR-2, WAR-7, and WAR-13
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Pinewood System - Surrebuttal
Schedule WAR-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)
Revenue Conversion Factor(L1 /L3)

1 .0000
0.3860
0.6140

5
6
7
8
g

10

CALCULATION OF EFFECTIVE TAX RATE-.
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable lnoome (L5 - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X L8)
Combined Federal And State Income Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31 .G309%
38.5989%

$ 134,158
129,685

11
12
1 3

Required Operating Income (Sch. WAR-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. WAR-1, Pg 1, C (B), LE)
Required Increase In Operating Income (L11 - L12) $ 4,474

Income Taxes On Recommended Revenue (Col. (D), L31) 43,952
Income Taxes On Test Year Revenue (Col. (D), L32) 41 ,139
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$14
15
16

17 Total Required Increase In Revenue (L13 + L16)

$

$

2,812

7,286

RUCO
Recommended
$ 1,054,749

876,639
64,242

113,868
6_9680%

$

$
105,934

7,934

$
$
$
$
$
$ 36,017

1 8
19
20
21
22
23
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX
Revenue (Sch. WAR-1, Pg 1, Col. (B), L12)

Operating Expense Excluding Income Tax (WAR-7, Col. (E), L27 - L22 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

36,017
43,952

32
33

Test Year Combined Income Tax, RUCO as Adjusted (WAR-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See WAR-6, Col. (D), L23)

$
$

41,139
2,812

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

$ 1,830,266
3.51%

64,242

35
36
37

CALCULATION OF INTEREST SYNCHRONIZATIONs
Rate Base (Sch. WAR-2, Col. (C), L17)
Weighted Avg. Cost of Debt (Sch. WAR-16, Col. (F), LI )
Synchronized Interest (L35 X L36) $
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31 , 2007

Pinewood System - Surrebultal
Schedule WAR-2

Page 1 of 1

RATE BASE - ORIGINAL COST

LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

OCRB/FVRB

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRBIFVRB

$ $ s

(13,512)
(40,464)

(89)

1

2

3

4

5

6
7

Plant Classification

intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission 8- Distribution Plant

General Plant
Total Gross Plant in Service $

863

1 ,146,589

471,603

32,915

3,563,550

239,448
5,454,969 $ (54,065) $

863

1,133,076

431,139

32,915

3,563,461

239,448
5,400,904

8
g

Accumulated Depreciation
Net Utility Plant In Service (Sum LI & L2) $

(2,349,271 )
3,105,698 $

12,361
(41,704) $

(2,336,910)
3,063,994

10 Advances In Aid Of Const. $ (249,075) $ $ (249,075>

s $11
12
13

Contribution In Aid of Const.
Accumulated Amortization of CIAC

NET CIAC (L5 + LE)

$
$
$

(783,751 )
296,411
(487,340) $ $

(783,751 )
296,411
(487,340)

14 Deferred Income Tax $ (565,368) $ $

15 $ $ $

16 $ 78,921 $

(4,330)

(6,535) $

(565,368)

(4,330)

72,385

17

Customer Deposits

Allowance for Working Capital

Net Regulatory Asset / (Liability) $ $ $

18
19

Rounding
TOTAL RATE BASE (Sum L's 3, 4, &7 Thru Te)

$
$ 1,882,836

$
$ (52,571)

s
$ 1,830,266

References:
Column (A): Company Schedule B-1
Column (B): Schedule WAR-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Pinewood System - Surrebuttal
Schedule WAR-7

Page 1 of 1

OPERATING INCOME

LINE
no. DESCRIPTION

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJITED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

$ $ $ s 7,286 $t
2
3
4
5
6

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues $

1 ,015,253
22,880

507
179

1 ,784
1 ,040,604 $ $

1 ,015,253
22,880

507
179

1 ,784
1 ,040,604 $ 7,286 $

1 ,022,539
22,880

507
179

1 ,784
1,047,890

7
8

Miscellaneous
Total Operating Revenues

$
$

6,859
1 ,047,463

$
$

$
$

6,859
1,047,463

$
$ 7,286

$
$

6,859
1 ,054,749

$ $ $ $ 33
3,239 3,239 3,239

84,846 84,846 84,846

g
10
11
12
13
14
15
16
17
18
19
20

Operating Expenses
Source of Supply Expenses:

Purchased Water
Other

Pumping Expenses:
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense $

56,303
33,840

173,376
133,433

1 ,188
243,746
729,970 $

(35,187)
(35,187) $

56,303
33,840

173,376
133,433

1 ,188
208,559
694,782 $ £8

56,303
33,840

173,376
133,433

1 ,188
208,559
694,782

21 Depreciation & Amortization Expenses $ 132,206 $ (5,405) $ 126,801 $ $ 126,801

$ $ $ $ 2,305
508

$ 36,017
7,934

38,412
16,644
99,007

22
23
24
25
26

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes $

17,950
3,954

41 ,350
17,357
80,611 $

15,763
3,472

(2,938)
(713)

15,584 $

33,713
7,427

38,412
16,644
96,195 $ 2.812 $

27
28

Total Operating Expenses
Operating Income

$
$

942,787
104,677

$
$

(25,008)
25,008

$

HS

917,779
129,685

$
$

2,812
4,474

$
$

920,591
134.158

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
WAR-8, Columns (B) Thru (I)
Column (A) + Column (B)
WAR-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Pinewood System - Surrebuttal
Schedule WAR-15

Page 1 of 1

COST OF CAPITAL

(A) (B) (C) (D)
WEIGHTED

COST
RATE

LINE
no. DESCRlPT\ON

DOLLAR

AMOUNT

CAPITAL

RATIO

COST

RATE

1 Short-Term Debt $ 7,300,000 4.80% 3.00% 0.14%

2 Long-Term Debt $ 75,000,000 49.35% 6.83% 3.37%

3 Common Equity 69,671 ,6B9 45.85% 8.33% 3.82%

4 Total Capitalization $ 151,971,689 100.00%

5 WEIGHTED AVERAGE COST OF CAPITAL 7.33%l

References:
Columns (A) Thru (D): Testimony, WAR

I
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Rim rock System - Surrebuttal

TABLE OF CONTENTS TO WAR SURREBUTTAL SCHEDULES (ABBREVIATED)

PAGE
no . TITLE

1 a 2

1

1

1

1

1

REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

COST OF CAPITAL



$ 373,452
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Rimrock System - Surrebuttal
Schedule WAR~1

Page 1 of 1

REVENUE REQUIREMENT

LINE
n o. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB
COST

$

$ 2,319,736

$ (59,267)

-2.55%

170,037

7.33%

229,304

1.6286

$

I I
$

$

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

Adjusted Original Cost/Fair Value Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (L2 / LI )

Required Operating Income (L5 X LI)

Required Rate of Return on Fair Value Rate Base

Operating Income Deficiency (L4 - L2)

Gross Revenue Conversion Factor (WAR-1, Page 2)

Required Increase in Gross Revenue Requirement (LE X LB)

Adjusted Test Year Revenue

Proposed Annual Revenue (L8 + LE)

Required Percentage Increase in Revenue (LB/ LE)

Consolidated Revenue Adjustment

Required increase in Gross Revenue Under Proposed Consolidation

Required Revenue Under Proposed Consolidation

Required Percentage Increase in Revenue Under Proposed Consolidation

Rate of Return on Common Equity

$2,338,005

$ (75,247)

-3.22%

$ 229,458

9.81%

$ 304,705

1.6286

$ 496,253

s 507,981

$1,004,234

97.69%

$ (222,992)

$ 273,068

$ 780,936

53.77%

12.40%

$

$

$

507,981

881,433

73.52%

(10,706)

362,746

870,727

71 .41%

8.33%

References:
Column (A): Company Sdmedules A-1 and C-1
Column (B): RUCO Schedule WAR-2, WAR-7, and WAR-13
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Rim rock System - Surrebuttal

Schedule WAR-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION <A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (L1 - L2)
Revenue Conversion Factor(L1 ILL)

1 .0000

0.3860
0.6140

5
6
7
8
g
10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - L6)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X L8)
Combined Federal And State Income Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31 .6309%
38.5989%

$ 170,037
(59,267)

11
12
13

Required Operating Income (Sch. WAR-t, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. WAR-1, Pg 1, C (B), L2)
Required increase In Operating Income (L11 - L12) $ 229,304

Income Taxes On Recommended Revenue (Col. (D), L31) 55,706
Income Taxes On Test Year Revenue (Col. (D), L32) (88,442)
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$14
15
16

17 Total Required Increase In Revenue (L13 + L16)

$

$

144,148

373,452

L22 L23)

RUCO
Recommended
$ 881,433

655,691
81 ,423

144,320
6.9680%

$

$
134,264

10,056

$
$
$
$
$
39 45,650

18
19
20
21
22
23
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX

Revenue (Sch. WAR-1, Pg 1, Col. (B), L12)
Operating Expense Excluding Income Tax (WAR-7, Col. (E), L27 - -
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State lnoome Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable lnoome (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal lnoome Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State lnoome Tax (L23 + L30)

$
$

45,650
55,706

32
33

Test Year Combined Income Tax, RUCO as Adjusted (WAR-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See WAR-6, Col. (D), L23)

$
$

(88,442)
144,148

34 Applicable Federal Income Tax Rate (Col. (D), L30 l Col. (C), L24) 34.00%

$ 2,319,736
3.51%

81,423

35
36
37

CALCULATION OF INTEREST SYNCHRONIZATIOn
Rate Base (Sch. WAR-2, Col. (C), L17)
Weighted Avg, Cost of Debt (Sch. WAR-16, Col. (F), LI)
Synchronized Interest (L35 X L36) $
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Arizona Water Company
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Test Year Ended December 31 , 2007

Rim rock System - Surrebuttal
Schedule WAR-2

Page 1 of 1

RATE BASE |. ORIGINAL COST

LINE
no. DESCRl PT lON

(A)
COMPANY
AS FILED

OCRB/FVRB

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ $ $

(62,097)
1

2

3

4

5

6
7

Plant Classification

Intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission & Distribution plant

General Plant
Total Gross Plant in Service $

401

597,457

419,745

372,768

3,355,961

196,495
4,942,827 $ (62,097) $

401

535,360

419,745

372,768

3,355,961

196,495
4,880,730

8
g

Accumulated Depreciation
Net Utility Plant In Sewioe (Sum LI & L2) $

(1 ,104,418)
3,838,409 s

60,799
(1 ,298) $

(1,043,619)
3,837,112

10 Advances In Aid Of Const, $ (1,080,B35) s $ (1,080,835)

$ $ s11
12
13

Contribution In Aid of Const.
Accumulated Amortization of CIAC

NET CIAC (L5 + LE) $

(260,411 )
69,153

(191 ,258) $ $

(260,411)
69,153

(191 ,258)

14 Deferred Income Tax $ (283,642) $ s

15 Customer Deposits s $ $

(283,642)

(7,050)

45,41016 $ 55,331 $

(7,050)

(9,921) $

17

Allowance for Working Capital

Net Regulatory Asset/ (Liability) $ $ $

18
19

Rounding
TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16)

s
$ 2,338,005

$
$ (18,269)

$
$ 2,319,736

References:
Column (A): Company Schedule B-1
Column (B): Schedule WAR-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Rimrock System - Surrebuttal
Schedule WAR-7

Page 1 of 1

OPERATING INCOME

DESCRIPTION

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

Operating Revenues
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues

$ 471 ,523
17,845

$ $ 471 ,523
17,845

$ 373,452 $ 844,975
17,845

$

51
10,101

499,521 $ $

51
10,101

499,521 $ 373,452 $

51
10,101

872,972

Miscellaneous
Total Operating Revenues

$
$

8,461
507,981

$
$

$
$

8,461
507,981

$
$ 373,452

$
$

8,461
881 ,433

$ $ $ $ $
1 ,425 1 ,425 1 ,425

43,401 43,401 43,401

20

Operating Expenses
Source of Supply Expenses:

Purchased Water
Other

Pumping Expenses:
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense $

24,368
201,774
73,189
61,306

537
118,572
524,571 $

(23,248)
(23,248) $

24,368
201,774
73,189
61 ,306

537
95,324

501 ,323 $ $

24,368
201,774
73,189
61,306

537
95,324

501 ,323

Depreciation & Amortization Expenses $ 124,861 $ (3,234) $ 121,627 $ $ 121,627

Taxes
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes

$ $ $ $ 118,126
26,022

$

26 $

(83,435)
(18,380)
27,191
8,420

(66,204) $

10,958
2,414
(2,512)

(358)
10,502 $

(72,476)
(15,966)
24,679
8,062

(55,702) $ 144,148 $

45,650
10,056
24,679
8,062

88,447

27
28

Total Operating Expenses
Operating Income

$
$

583,228
(75,247)

95

$

(15,980)
15,980

$
s

567,248
(59,267)

35

$

144,148
229,304

$
$

711,396
170,037

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
WAR-8, Columns (B) Thru (I)
Column (A) + Column (B)
WAR-1
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Rim rock System - Surrebuttal
Schedule WAR-15

Page 1 of 1

COST OF CAPITAL

(A) (B) (C)

LINE
no. DESCRIPTION

DOLLAR

AMOUNT

CAPITAL

RATIO

COST

RATE

(D)
WEIGHTED

COST
RATE

1 Short-Term Debt $ 7,300,000 4.80% 3.00% 0.14%

2 Long-Term Debt $ 75,000,000 49.35% 6.83% 3.37%

3 69,671 ,689 45.85% 8.33% 3.82%

4

Common Equity

Total Capitalization $ 151,971,689 100.00%

5 WEIGHTED AVERAGE COST OF CAPITAL 7.33%l

References:
Columns (A) Thru (D): Testimony, WAR

I



82
I -
" t
U)
<l~

3:9
[--
*1
O)
Y

259
|*
"1
m
*F

39
I-
"2
U)
'T

89
|*-
*w
O)
9'

38
I* -
' * :
cm
< t

33
q -
'42
Q
"P

89
r-.
"z
m
v

33
|--
"'1
m
<t

39
I -
* t
m
<r

89
P-
"1
cm
'T

39
I*-
r
m
'T

59
I*
t
O)
<r

99
I*-
*t
m
<r

89
f*-
*:
OJ
9-

39
r-
"1
m
~=r

28
|*-
"1
Q)
<r

99
f\
*t
U)
9-

89
r~.
pa
G)
<r

8I-
"':
m
* t

8.9
| -
" 1
cm
' T

89
I -
l"1
C)
*T

o-4-q-
9of
9
<LD<r
-<rT*
9

<5
z

Lu
o
z
u_l
Rf
LIJ
U.
L:
a

( D

*zof

<1
1 -

* z
c o

om
GO
m

0")
q

° 2
N

no
N
LQ
-Cr

L D
I "

u : >_
o f
f a

c>
m
cf>

r-
' R
1 -

oQ
"Zof
-q

I- .
( D

L Q
G )

om
we

oO
:Q
-Cr

o f1 "
e t
1 -
1 "

of
an
W
r~

1 -
m

L Q
L T

we
I*-

I*_
N

Y"
("J
e t
1O
1-

NLO
OF
N|-..

I * -
c o

g g

c o

I *
m
" L
so
q -'61oo

D

f-.
IJ.-*

of
m
OC

C
ac
1 '

Lo
Lo
CG
Q
of1r-

Lu
O
z

Le, E
LL
Lb
D

LLI
O
z

,__Lu
etaM
'-'Lu

LL
8
D he he ea he he

re:
cm
"1
8

Lo co
m N
I"- o
of -Cr

1"4\
o
l~._

0 1
N

9to
9.

-re
of
-q.

L()
c m
<r*- v

f".
co
N
r -

3
8'
t -
O
| -

Lf) c\I
Lo co
'Q Q
'Qt 8,

1 " \
c m
m

" 1
o f
-va- _ I

! - \
( D
LT

c o_
U )

f"\
Q
q
: Q
_8

f"-
o f
If)

' Q
1 - l -
1 - \_1
"- 1

of
to
LQ
852.

3U)
"1
91.

m
I* -
<11
LT
1-

1 -
<\l
c o

0')
-
4-1

m
<.o
"1
-Cr
( D

f " .
mm
etm
_8

ea

of
N
Q
N
co1-
he w ee ea

1"-4
m
( \ |
Q
N
o f
1 -

_*
h e

3
N
...-

"\
o

8

»"-.. t"
Q Q m
1- F 1-

reco <r 9 1--- cm3
m
(\J
- I

»- . f " , H .
1 - l.
4.4 l

...I

,"
m
mW-*

,"-.
to
N- .

f* .
m1-"
-...f

I"\
ofH-I N

v
c u
G)
n o

/ " .
LT
1 -

8
fr
8

f".
cm
N
Q
'...v

Cal
G )
L D

'°LjJ>u_\
O2290n-§uJ

V239-
896

ea he ea 69

53"
m
L D"_¢

4"m.
(D
m
LD

;:~
cm
N

9
1-'
N--I

»-.
m
N
m

9
of1"

so,

!-4
of
N...v

9
o1--I

9
1 -

<4
r o
4- '

#".
r -
P-
co-/

4"4
LT
Q

»".
ID
C J
<0

I - .
( D
( D

8

9
m
'<r-r

9
( D
m

- I

»-
<*J
o f
v -
. / 1-

{*J
q
Q

CD
m
*Q
<\

4"
o f
T "
00

LrJ
-...v

9m
*Q
8

o"3`
we

e t
C\I
4-4

6;U)
*Q(\|
1

>-z
o
§|-U)LU|- 99 (119 1 H he

c o
c o
LOu.¥

c o
( D
ID

3
ID
N--I

4-4.
1 -
O )
1-°

cm
o>
m
-...I

9
co
et
N-.I

!1
no
41'

r *
c*>
' 4
1 -
- .

3o
q--I

37
¢-4
o f

8

3
C\I
'=r-...I

3cm
'Qt

1 -
Lf )
c o
m

r *
<0
1-
f\' u i

3
Lf)
m-.../

(q
<1
Q
<41-

--m

c m
L T

* Q
4 : 1
1 -

9of*z
8

of
q
W..
(D

3
r-

LQ.
LD
H-*

3ID
LQco
E

_I

E
3
m
U J
M r
a c

c m

o
< . )
3
M

m up' ,_w
958, l_,_

823%
3 LU

<

~4
6*<'32_IZ

-Lu.- 1-O9:18
8 4<0.

ea 69 ea he

f " .
o f o f r - Lm o f :
| "- I*- c o LD N
Lm L o ~=r LD CO

|\- r - pr) N o f
W5

'L g
m
c o-.../

NDO
"1 3

|* -
N
Q)
I \
o fH-I

1"
--/

l D
| -
o f

Q
we\.4

!""4
-Cr
1 "

Q
of'--I

¢"'
1 - 'Q U) ® v G

c: N co LT IDco ~=r o (\| of
GJ OJ m Cal cal..! u.4 *M ""' !"

3
of
<I_
3

ofr-Q
N1.r>v-

"-
q i
Lr>
of :

C*)

S e .

(D
m
(D
of
Lo

3of
QLO
$2

of
I-~
Q

L o
1 -
- '

Se
xm
w|-
z
u.l
E|-m
D

. upQuranOz$84
a LLI
< 819 H E ea he

CT'
N

| -
m

38
m

m
>.
C
m
C).. z

c
(U

| -

LU
E
<
z
2
LU

'3
>-
cm

GJ
GJ

. D

. Q
m

E
.c_Q

E

9
O
m
L

o

:acm
E
ccu
fn

a s
4-1
cm

>

as

.g_>
U )

C
o

1 :8U)
GJ
C I
3

U)

C
cy
E
w.\¢

. c
3

o
<12

' u
c
9

cm
m
no
m

o

m
U)
E
3
o
c.>

`D
GJ
C
m4-
cm

53
E
3

G.)

E
cm
GJ

. X
( 0

_ I

9
(0
m
cm
6
>

O

' u
o

3
GJ

D..

xo
9
.E
cc

m
C
o
U
a>

(IJ

_ ' Q
CU4 - v
o

I -

D .
3
9

CD
C
. 9in
m

LLI

3
o

I -

D.
3
9

( D
CL.
G.)-\-IU)

8
To
o

|-

cm.
3
o
<9
C
G)
1:
o
Z

8oI-
To-1

E
O
O

.2

- a
D
<
z
Q

3
<
E
ac
o
z
m
E
| -
re
m
>
o

Q
8'
>-
O
t -

! " F "

~=r
1 -

LQ
r~
*-f

he

c m
c a

L Q
| -
1 -

»"-
of
v-
<21
. 8

C*)

GO
ID

1"4
of
of
c>
m-*

I * -
1 0
r - -

| \
n o

<1-
P-
|--

-
v ofLT NGO N
N m*n 1-

M . v

U)
N1-
I*-
m

, -
-=r
of
33.

mof
'°
8

m<1
sq
00
8

f"\
-=r1-
1.-
1-

1- 1"

ET 3
m r~.
Q LQ.
LO LO

. 1

Q
et
m

of
I\-
co
(\|
co
of:

LT
r-
et
(D
of

ea

ET|-
LQ
coq
2;
he 69

3of
OFofN1**./
89

3|\-
"Z(\|(D
Q
he

3
'<r*_'

¢ " s

-<rM- I

Fm
o
Cal-...v

I-\
Q
N"ui

1 "\
o f
c f :
- 4

3|-
9,

_* -* LD
o>
LT

I\
N
( D

_ *

5 1"-4
N

8

,-4
LO
co*-.4

f"-.
Lm
LT*-'

/-.
of
m\-p

3 ' w r

q _ 1

F*-
OO

Q
1 -

f " .
m
c o
q*-.l

1"
CD©

I*-
Lf)
N

I-
of
:Q
ha

4°uJQuJ
9=<»zQ 1-§u4
33&azu.l

he en H E 69

c o co KD
co (D
(\| N
-.4

m
I*-
LD

I-
N
q

»"\
( D
LT
( D
- 1

l "\
( D
LD
H-4

!-4
I*-
Q
N*I '

of
-we
m_

/"M
cm
co--

8
ca
8

QN
'Q

, -
1-
to
m"W-'

L o
N
I-
- *

I".
q
(O
of\_i

r-
r-
Q
(\1

1"-\
m
m
m_
co- '

t iu
n o
G )

* z
L D -.4 \-

of
n .
LT
N

r-to
LQo

9
N
Q
93.

1 -
r -

c o
LO

...m

4 "
( "
o f

n .
L O
N

- 4

d"LI-l,`2¥'é'
L>»-=-538

8 E< ea ea he ea

A-. / - \ »-..
r-. |-- Q
N N noF 1- (G- - -.r1- 1---v

r-.
(D
1-
LT"-'

9
c o
Lf)
-W

N
~=r
'Q
LD-1

f - .
c a
L T
- - v

»".
(D
co
8

f".
m
LD
m
m 1-

no
LD
et

,-4
LO
mH-'

f"-
c o
o f
t o

I"".
-Er
o f
U)

(\l 1 - 1 -

3N
GO

oN
'<1_

/ - .
cw
1 -
|*-
*- I

P-
(D
Q
we

( D
( D
U)

(\I
c o

9N
'<1_
8

to q
00 o
4_. vi
C*J 1-
v' 1-\.r --r

(D
co
52
cal
m

>-
z
O
§
t-
cm
LU
|..
| -
o
UJ
Ar
a
O
o
:>
Cr

~§-,.L;J,
o _l2z _,up

ml-oD.vicrx
a w
<l:L he 99 he ea

/"4Qs- 3
w
ro-.I

NID
"L
N

A-4.
|*-
1-
of'hf

6
l\

r-

3N
". »"

r~ |\- m ( D
l e r - Q no 1 -
O o o> Q o f

ID LD no ID r -
we' 1 -

9o
LQLm
9;

Q)
|*-
m
o
of*-I

! in
no
Lo
ca
LD

¢"1
CJ
r-

of1---I

»--. 4--.
U) Cal
r~ of
<3 Lm
(\I 10
1- C\I

v'
on
dz
ofH-*

1 -
o f

<11

3 5 .

WI
we
|"-
(\|
a
of

QS
(\I

3|\
"L(D<3

m
q -
o f
m
( O- '

- Q
' = r
r -

N
o
o f
* . . . I

0 w
289

$§°J§
- , ><a up
< 6 9 Ia

1- v

h e ea

Lu
E
<z cu

E
>

m

. 93
e a

q)
' o
C
(U
(D
min
(U

LJ

xCm
|-E

IJJ
|-
<n
>-
U)

9
L)
mL.
O

of

C
m
.E
CD1
L:
3

G)
cm
p
o
o
O

59.
E
3

EmmUPL-cu>
O

.ac
o
9

. §
n r

Q .
: J
o
I . . .

( D

C

G )
4-1
(D

8
_cu
o
| -

C
CU
Q.
E
o
O

8
o
I -

.§
. 9
E

Cal

76
3
C
(U

2
C
m
Cf)

~<r \D

C
Q:°:
Q
U.)
Q.
:J
U)

(D t-.

o
<

of 5)

8
8

§§
'*8

$8
8 8
§€>3
238
ad._
go

§§§
E .2
N

a>
a>
.Q
VI
m

Lu .
z 8 -
_|

3
GJ

4 :
C
<54 -

cm

G 1-1* v (\|

(U
jg
UP
q)x
m
_|

UPw- *T1-

`U
o
O
3
q)
c
D.

ID1- co

CO
C
o

' U
GJ

CO

|\-

_w
( 0»-I
o
I -

of
v

he

O.
:
E
(D
C\.
GJ4-»cm
CU

LLI
E4-4
O

|-

cm QN

Q.
3
Q
cm
C
G)
.C
E
o
2
_cu4-»
O

|-

N Cal
C\I



-
8

EXH\BIT

08/30
mrmtia

Illlllll

nr

1 National Association of State Utility Advocates Page 1 of 2

I
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Home > Resolutions > Water Company Infrastructure Costs

National Association of State Utility Consumer Advocates
R E s O L U T I o N

Discouraging State Regulatory Commissions from Adopting Automatic
Adjustment Charges for Water Company Infrastructure Costs

WHEREAS, certain regulated water companies have recently proposed
mechanisms for automatically increasing water rates, prior to regulatory review,
based upon isolated items of expense related to infrastructure projects, and
WHEREAS, the National Association of State Utility Consumer Advocates
(NASUCA) believes that public interest is still best served by rate of return
regulation of investor-owned water companies and that such automatic
adjustment mechanisms contradict several sound rate of return rate raking
principles, including the matching principle, because increases to items of rate
base are recognized far outside of the test year from which all other rate base,
as well as revenues, expenses, and cost of capital items that are used when
calculating rates, allowing 'piecemeal rate raking' and preventing the
recognition of any simultaneous offsetting reductions in other items, and

WHEREAS, automatic adjustment mechanisms also circumvent regulatory
review of increases to rate base for prudence and reasonableness, and

WHEREAS, automatic adjustment mechanisms further create bad public policy
by eliminating the built-in regulatory incentive to control costs between rate
cases and, generates incentives to increase spending in order to avoid reduction
of the surcharge which occurs if the water company's authorized return is
reached, and

WHEREAS, when an automatic adjustment clause is adopted, rate stability is
reduced and proper price signals are distorted by frequent rate increases, and
no convincing evidence has been shown to support the claim that the frequency
of rate case proceedings is reduced by such clauses, and

WHEREAS, special incentives are not needed in order ensure adequate water
quality, pressure, and a proper reduction of service interruptions, and

WHEREAS, automatic adjustment mechanisms can inappropriately reward water
companies that have imprudently fallen behind in infrastructure improvements,
and

WHEREAS, it is inappropriate to tilt the regulatory balance against consumers
and shift business risk away from water companies simply for the purpose of
creating an incentive for these companies to fulfill their basic obligation to
provide safe and adequate service,

mhtmltfilei//S1\Cases-Active\Water-Sewer\Arizona Water (08-0440)\attomey work fi1e\Na... 8/29/2009



National Association of State Utility Advocates Page 2 of 2

THEREFORE, BE IT RESOLVED, that NASUCA strongly recommends state
legislatures and state public utility commissions avoid the implementation of
automatic adjustments charges for water company infrastructure costs, and

BE IT FURTHER RESOLVED, that NASUCA authorizes its Executive Committee to
develop specific positions and to take appropriate actions consistent with the
terms of this resolution. The Executive Committee shall notify the membership
of any action taken pursuant to this resolution.

Approved by NASUCA:

June, 1999, Baltimore, Maryland

Submitted By:

NASUCA Ad Hoc Water Committee

Christine Malone Hoover, PA, Chair
Wes Blakley, IN
Robert Brabston, NJ
John Coffman, MO
Brian Gallagher, DE
Donald Rogers, MD
Dale Stransky, NV
James Warden, Jr., NY

National Association of State Utility Consumer Advocates
8380 Coiesviile Road, Suite 101, Silver Spring, MD 20910
Phone: (301) 589-6313 Fax: 589-6380
e-mail: nasuca@nasuca.org
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Arizona Water Company
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

Exhibit To Testimony

EXHIBIT  C

COMPARISION OF MONTHLY INCREASES TO THE AVERAGE 5/8" x 3/4" MET ERED CUSTOM ERS

A C

LINE
NO. SYSTEMS DESCRIPTION

5/8" X 3/4" Metered
Customers Avg. Gallons

COMPANY
PROPOSED

CONSOLIDATION

B

RUCO MODIFIED

OPTION E
WITH ADJUSTED

BASE RATES
TO MINIMIZE RATES

STAFF
PROPOSED

CONSOLIDATED
RATE IMPACT

1 Superstition System 18,257 7,358 $ 5.52 16.36% $ 0.02 0.05% $ 1 .99 5.89%

2 Bisbee System 3,085 5,215 $ 4.90 16.41% $ 4.25 14.23% $ 1.81 6.07%

3 SiesTa Vista System 2,664 8,924 $ 0.50 1.67% s (2.37) -7.94% $ 0.57 1 .92%

4 San Manuel System 1 ,477 8,745 $ 7.47 17.08% $ 4.34 9.91% $ 3.17 7.25%

5 Oracle System 1 ,389 5,605 $ 2.18 4.56% s (3.64) -7.70% s (3.68) -7.80%

6 Winkelmaru System 144 9,459 $ 10,04 42.38% $ 5.00 21.10% $ 7.17 30.27%

7 Miami System 2,820 5,995 $ 0.91 2.67% $ 5.00 14.59% s (2.85) -8.32%

8 Casa Grande System 20,842 a,843 $ 6,13 22.87% $ 3.06 11.55% $ 1 ,62 6.12%

9 Stanfield System 179 9,162 $ (0.19) -0.45% $ 5.00 11.74% s (7.72) -18.12%

10 White Tank System 1 ,573 15,648 s 1.75 2.87% $ 1 .38 2.27% s (4.12) -6.78%

11 Ajo System 604 5,185 $ 8.24 17.70% $ 1.87 4.02% $ 5.63 12.08%

12 Coolidge System 4,229 8,134 $ 5.95 23.24% $ (0.42) -1.85% $ 1.15 4.49%

13 Lakeside System 4,679 4,312 s (0.14) -0.40% $ (5.21) -14.33% s (7.00) .19.24%

14 Overgaard System 4,110 2,765 $ (3.60) -11.70% $ (7.18) -23.38% s (8.96) -29.18%

15 Sedona System 5,154 10,264 $ 11.11 30.51% $ (0.30) -0.83% $ 8.07 22.14%

16 Pinewood System 2,862 2,407 $ 1.25 4.33% s (3.24) -11.27% s (7.75) -26.95%

17 Rimrock System 1,230 6,165 s (1.32) -2.85% s 5.00 10.78% s (14.64) -31 .55%

Reference:
Column (A): Data Is Based On Information From The Company's Exhibit A-55, Submitted August 10,2009

Column (B): Data Is From RUCO's Surrebuttal Rate Design. RUCO's Rate Design Will Generate RUCO's Recommended
Required Revenue.

Column (C): Data is Based On Information From Staffs Surrebuttal Rate Design, Which Was Applied To RUCO's Typical
Bill Analysis. Staffs Rate Design Will Generate The Required Revenue Recommended By Staff.

Note:
RUCO's Typical Bill Analysis Included The Appropirate ACRM Surcharges In The Present Total Monthly Charges,
Which is Reflected in The Calculation Of The Proposed Monthly increase.

EXHIBIT

9=»§?a€l,i**p
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Direct Testimony of William A. Rigsby
Arizona Water Company
Docket No. w-01445A-08-0440

1 INTRODUCTION

2

3

4

5

Please state your name, occupation, and business address.

My Name is William A. Rigsby. l am a Public Utilities Analyst V employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 W.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

9

10

11

12

13

Please describe your qualifications in the field of utilities regulation and

your educational background.

l have been involved with utilities regulation in Arizona since 1994. During

that period of time l have worked as a utilities rate analyst for both the

Arizona Corporation Commission ("ACC" or "Commission") and for RUCO.

l hold a Bachelor of Science degree in the field of finance from Arizona

State University and a Master of Business Administration degree, with an

14 emphasis in accounting, from the University of Phoenix. I have been

15

16

17

18

19

20

awarded the professional designation, Certified Rate of Return Analyst

("CRRA") by the Society of Utility and Regulatory Financial Analysts

("SURFA"). The CRRA designation is awarded based upon experience

and the successful completion of a written examination. Appendix I, which

is attached to my direct testimony on operating income further describes

my educational background and also includes a list of the rate cases and

21 regulatory matters that I have been involved with.

22

23

A.

Q.

Q.

A.

1



Direct Testimony of William A. Rigsby
ArizonaWater Company
Docket No. W-01445A-08-0440

1 What is the purpose of your testimony

The purpose of my testimony is to present recommendations that are

based on my analysis of Arizona Water Company's ("AWC" or the

Company") application for a permanent rate increase ("Application") for

the Company's statewide Water operations. AWC filed the Application

with the Arizona Corporation Commission ("ACC" or "Commission") on

August 22, 2008. The Company has chosen the operating period ended

December 31, 2007 for the test year ("Test Year") in this proceeding

Please explain your role in RUCO's analysis of AWC's Application

I reviewed AWC's Application and performed a cost of capital analysis to

determine a fair rate of return on the Company's invested capital. In

addition to my recommended capital structure, my direct testimony will

present my recommended costs of common equity and my recommended

cost of long-term debt (AWC has no preferred stock)

recommendations contained in this testimony are based on information

Q.

obtained from Company responses to data requests, the Company's

Application and from market-based research that i conducted during my

analysis



Direct Testimony of William A. Rigsby
Arizona Water Company
Docket No. W-01445A-08-0440

1

2

3

4

Were you also responsible for conducting an analysis on the Company's

proposed revenue level, rate base and rate design?

l have filed, under separate cover, direct testimony on the operating

income issues associated with AWC's application. RUC() witness

5 Timothy J. Coley will provide direct testimony on the rate base issues in

the case and RUCO witness Rodney L. Moore will file direct testimony on6

7 RUCO's recommended rate design on Friday, June 26, 2009.

8

9

10

What areas will you address in your testimony?

I will address the cost of capital issues associated with the case.

11

1 Z

ts

Please identify the exhibits that you are sponsoring.

I am sponsoring Schedules WAR-1 through WAR-9.

to

15 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

16

to

18

19

Briefly summarize how your cost of capital testimony is organized. .

My cost of capital testimony is organized into seven sections. First, the

introduction i have just presented and second, the summary of my

testimony that I am about to give. Third, I will present the findings of my

20

21

22

23

cost of equity capital analysis, which utilized both the discounted cash flow

("DCF") method, and the capital asset pricing model ("CAPM"). These are

the two methods that RUCO and ACC Staff have consistently used for

calculating the cost of equity capital in rate case proceedings in the past,

Q.

A.

A.

Q.

A.

Q.

A.

Q.

3
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1

2

3

and are the methodologies that the ACC has given the most weight to in

setting allowed rates of returns for utilities that operate in the Arizona

jurisdiction. In this third section l will also provide a brief overview of the

4 current economic climate within which AWC is operating. Fourth, I will

5

6

7

8

9

discuss my recommended cost of long-term debt. Fifth, I will compare my

recommended capital structure with the Company-proposed capital

structure. Sixth, I will explain my weighted cost of capital recommendation

and seventh, l  wi l l  comment on AWC's cost of capital testimony.

Schedules WAR-1 through WAR-9 will provide support for my cost of

10 capital analysis.

i t

12 Please summarize the recommendations and adjustments that you will

to

14

address in your testimony.

Based on the results of my analysis of AWC, I am making the following

15 recommendations:

16

17

to

Cost of Equity Capital .-. I am recommending an 8.33 percent cost of equity

capital. This 8.33 percent figure is based on the results that I obtained in

19

20

21

my cost of equity analysis, which employed both the DCF and CAPM

methodologies, My 8.33 percent cost of equity capital is 407 basis points

lower than the 12.40 percent cost of equity capital being proposed by the

22 Company.

23

Q.

A.

4
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1

2

3

Cost of Long-Term Debt .... I am recommending that the Commission adopt

the Company-proposed 7.31 percent cost of long-term debt. This is based

on my review of the costs associated with AWC's various bond issuances.

4

5 Capital Structure I am recommending that the Commission adopt the

6

7

Company-proposed capital structure comprised of 50.76 percent long-

term debt and 49.24 percent common equity.

8

9 Weighted Average Cost of Capital . -  Based on the resul ts of  my

10

11

recommended capital structure, cost of common equity, and long-term

debt analyses, I am recommending a 7.81 percent weighted average cost

12 of capital for AWC. This figure represents the weighted cost of my

13 recommended costs of  long-term debt and common equity. My

14

15

recommended weighted average cost of capital is 200 basis points lower

than the 9.81 percent weighted average cost of capital being proposed by

16 the Company.

17

18

19

20

Why do you believe that your recommended 7.81 percent weighted

average cost of capital is an appropriate rate of return for AWC to earn on

its invested capital?

21

22

The 7.81 percent weighted average cost of capital figure that I am

recommending meets the criteria established in the landmark Supreme

Court cases of Bluefield Water Works & Improvement Co. v. Public23

Q.

A.

5
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Service Commission of West Virginia (262 U.S. 679, 1923) and Federal

Power Commission v. Hope Natural Gas Companv (320 U.S. 391, 1944)

Simply stated, these two cases affirmed that a public uti l i ty that is

iciently and economically managed is entitled to a return on investment

that instills confidence in its financial soundness, allows the utility to attract

capital, and also allows the utility to perform its duty to provide service to

ratepayers. The rate of return adopted for the utility should also be

comparable to a return that investors would expect to receive from

investments with similar risk

The Hope decision allows for the rate of return to cover both the operating

expenses and the "capital costs of the business" which includes interest

on debt and dividend payment to shareholders. This is predicated on the

belief that, in the long run, a company that cannot meet its debt obligations

and provide its shareholders with an adequate rate of return will not

continue to supply adequate public utility service to ratepayers

Do the Bluefield and Hope decisions indicate that a rate of return sufficient

to cover all operating and capital costs is guaranteed?

No. Neither case guarantees a rate of return on utility investment. What

the Bluefield and Hope decisions do allow, is for a utility to be provided

with the opportunity to earn a reasonable rate of return on its investment

That is to say that a utility, such as AWC, is provided with the opportunity

to earn an appropriate rate of return if the Company's management
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exercises good judgment and manages its assets and resources in a

manner that is both prudent and economically efficient

4 COST OF EQUITY CAPITAL

5

10

What is your final recommended cost of equity capital for AWC?

I am recommending a cost of equity of 8.33 percent. My recommended

8.33 percent cost of equity figure represents the 8.33 percent mean

average of the results of my DCF and CAPM analyses, which utilized both

a sample of publicly traded water providers and a sample of publicly

traded natural gas local distribution companies ("LDC"). This calculation is

exhibited on page 3 of my Schedule WAR-1

13 Discounted Cash Flow (DCF) Method

Please explain the DCF method that you used to estimate AWC's cost of

equity capital

The DCF method employs a stock valuation model known as the constant

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e

the Gordon model), the professor of finance who was responsible for its

development. Simply stated, the DCF model is based on the premise that

the current price of a given share of common stock is determined by the

present value of all of the future cash flows that will be generated by that

share of common stock. The rate that is used to discount these cash

Q.

flows back to their present value is often referred to as the investor's cost
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of capital (Le. the cost at which an investor is willing to forego other

investments in favor of the one that he or she has chosen)

Another way of looking at the investor's cost of capital is to consider it from

the standpoint of a company that is oHeHng its shares of stock to the

investing public. In order to raise capital, through the sale of common

stock, a company must provide a required rate of return on its stock that

will attract investors to commit funds to that particular investment. In this

respect, the terms "cost of capita!" and "investor's required return" are one

in the same. For common stock, this required return is a function of the

dividend that is paid on the stock. The investor's required rate of return

can be expressed as the percentage of the dividend that is paid on the

stock (dividend yield) plus an expected rate of future dividend growth

This is illustrated in mathematical terms by the following formula

D
k

where: k = the required return (cost of equity, equity capitalization rate)

the dividend yield of a given share of stock calculated

by dividing the expected dividend by the current market

price of the given share of stock, and

g = the expected rate of future dividend growth
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1 This formula is the basis for the standard growth valuation model that

used to determine AWC's cost of equity capital.

I

2

3

4

5

6

In determining the rate of future dividend growth for AWC, what

assumptions did you make?

There are two primary assumptions regarding dividend growth that must

be made when using the DCF method. First, dividends will grow by a7

8 constant rate into perpetuity, and second, the dividend payout ratio will

remain at a constant rate. Both of these assumptions are predicated on9

10
J

11

the traditional DCF model's basic underlying assumption that a company's

earnings, dividends, book value and share growth all increase at the same

12 constant rate of growth into infinity. Given these assumptions, if the

13 dividend payout ratio remains constant, so does the earnings retention

14 ratio (the percentage of earnings that are retained by the company as

15 opposed to being paid out in dividends). This being the case, a

16

17

18

company's dividend growth can be measured by multiplying its retention

ratio (1 - dividend payout ratio) by its book return on equity. This can be

stated as g = b x r.

19

20

21

22

23

Q.

A.

9
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1 Would you please provide an example that will illustrate the relationship

that earnings, the dividend payout ratio and book value have with dividend

growth?

RUCO consultant Stephen Hill illustrated this relationship in a Citizens

Utilities Company 1993 rate case by using a hypothetical utility

Table \

GrowthYear 1

$10.00

Year 2

$10.40

Year 3

$10.82

Year-4

$11.25

Year 5

$11.70 4.00%

$1.00 $1.082 $1.125 $1.170

Book Value

Equity Return

Earnings/Sh.

Payout Ratio

Dividend/Sh $0.60 $0.624 $0.649 $0.675 $0.702

Table I of Mr. Hill's illustration presents data for a five-year period on his

hypothetical utility. In Year 1, the utility had a common equity or book

value of $10.00 per share, an investor-expected equity return of ten

percent, and a dividend payout ratio of sixty percent. This results in

earnings per share of $1 .00 ($10.00 book value x 10 percent equity return)

and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout ratio) during

Year 1. Because forty percent (1 - 0.60 payout ratio) of the utility's

earnings are retained as opposed to being paid out to investors, book

value increases to $10.40 in Year 2 of Mr. HilTs illustration. Table l

Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared
Testimony, dated December 10, 1993, p, 25

Q.

to
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presents the results of this continuing scenario over the remaining five-

year period _

The results displayed in Table l demonstrate that under "steady-state" (Le.

constant) conditions, book value, earnings and dividends all grow at the

same constant rate. The table further illustrates that the dividend growth

rate, as discussed earlier, is a function of (1) the internally generated

funds or earnings that are retained by a company to become new equity,

and (2) the return that an investor earns on that new equity. The DCF

dividend growth rate, expressed as g = b x r, is also referred to as the

internal or sustainable growth rate,

If earnings and dividends both grow at the same rate as book value,

shouldn't that rate be the sole factor in determining the DCF growth rate?

No. Possible changes in the expected rate of return on either common

equity or the dividend payout ratio make earnings and dividend growth by

themselves unreliable. This can be seen in the continuation of Mr. HilTs

illustration on a hypothetical utility.

Book Value

Table ll

Year 3

$10.82

15%

Year 4

$11.47

15%

Year 5

$12,158

15%

Growth

5.00%

10.67%

$1.623 $1.720 $1.824

Year 2

$10.40

10%

$1 .04

0.60 0.60 0,60

16.20%

N/A

16.20%

Equity Return

EamingslSh

Payout Ratio

Dividend/Sh

Year 1

$10.00

10%

$1.00

0.60

$0.60 $0.624

0.60

$0.974 $1.032 $1.094

11
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In the example displayed in Table ll, a sustainable growth rate of four

percents exists in Year 1 and Year 2 (as in the prior example). In Year 3

Year 4 and Year 5, however, the sustainable growth rate increases to six

percent.3 If the hypothetical utility in Mr. HilTs illustration were expected to

earn a fifteen-percent return on common equity on a continuing basis

then a six percent long-term rate of growth would be reasonable

However, the compound growth rate for earnings and dividends, displayed

in the last column, is 16.20 percent. If this rate was to be used in the

DCF model, the utility's return on common equity would be expected to

increase by fifty percent every five years, [(15 percent + 10 percent) .-.. 1]

This is clearly an unrealistic expectation

Although it is not illustrated in Mr. HilTs hypothetical example, a change in

only the dividend payout ratio will eventually result in a utility paying out

more in dividends than it earns. While it is not uncommon for a utility in

the real world to have a dividend payout ratio that exceeds one hundred

percent on occasion, it would be unrealistic to expect the practice to

continue over a sustained long-term period of time

[ ( Year 2 Earnings/Sh + Year 1 Earnings/Sh ] : [ ( $1.04 - $1.00 )
$1.00 1 : 1 $0.04 + $1.00 1

[ ( 1 .- Payout Ratio ) x Rate of Return ] : [ ( 1 .. 0.60 ) x 15.00% ] = 0.40 x 15.00% =6.00%

Year 1 Earnings/Sh )
4.00%

12
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1

2

3

Other than the retention of internally generated funds, as illustrated in Mr.

HilTs hypothetical example, are there any other sources of new equity

capital that can influence an investor's growth expectations for a given

4 company?

5 Yes, a company can raise new equity capital externally. The best

6

7

8

9

example of external funding would be the sale of new shares of common

stock. This would create additional equity for the issuer and is often the

case with utilities that are either in the process of acquiring smaller

systems or providing service to rapidly growing areas.

10

11 How does external equity financing influence the growth expectations held

12

13

14

15

16

17

by investors?

Rational investors will put their available funds into investments that will

either meet or exceed their given cost of capital (i.e. the return earned on

their investment). In the case of a utility, the book value of a company's

stock usually mirrors the equity portion of its rate base (the utility's earning

Because regulators allow utilities the opportunity to earn a

reasonable rate of return on rate base, an investor would take into

base).

18

19 consideration the effect that a change in book value would have on the

20 rate of return that he or she would expect the utility to earn. If an investor

21 believes that a utility's book value (Le. the utility's earning base) wiH

22 increase, then he or she would expect the return on the utility's common

23 stock to increase. If this positive trend in book value continues over an

Q.

A.

Q.

A.

13
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extended period of time, an investor would have a reasonable expectation

for sustained long-term growth

Please provide an example of how external financing affects a utility's

book value of equity

As I explained earlier, one way that a utility can increase its equity is by

selling new shares of common stock on the open market. If these new

shares are purchased at prices that are higher than those shares sold

previously, the utility's book value per share will increase in value. This

would increase both the earnings base of the utility and the earnings

expectations of investors. However, if new shares sold at a price below

the pre-sale book value per share, the after-sale book value per share

declines in value. If this downward trend continues over time, investors

might view this as a decline in the utility's sustainable growth rate and will

have lower expectations regarding growth. Using this same logic, if a new

stock issue sells at a price per share that is the same as the pre-sale book

value per share, there would be no impact on either the utility's earnings

base or investor expectations
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1 Q Please explain how the external component of the DCF growth rate is

determined

3 In his book, The Cost of Capital to a Public UtiIity,4 Dr. Gordon (the

4 individual responsible for the development of the DCF or constant growth

5 model) identified a growth rate that includes both expected internal and
m

6 external financing components. The mathematical expression for Dr.

7 Gordon's growth rate is as follows:

8

g Q=(bf)+(sV)

10 where: g DCF expected growth rate,

11 b the earnings retention ratio,

12 r the return on common equity,

13 s the fraction of new common stock sold that

14 accrues to a current shareholder, and

15 v funds raised from the sale of stock as a fraction

16 of existing equity.

17 and V 1-t<Bv)+(Mp)1

18 where: BV book value per share of common stock, and

19 MP the market price per share of common stock.

20

21

22

4 Gordon, M.J., The Cost of Capital to a Public Utilitv, East Lansing, Ml: Michigan State
University, 1974, pp. 30-33.

A.

15
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Did you include the effect of external equity financing on long-term growth

rate expectations in your analysis of expected dividend growth for the DCF

model?

Yes. The external growth rate estimate (av) is displayed on Page 1 of

Schedule WAR-4, where it is added to the internal growth rate estimate

(br) to arrive at a final sustainable growth rate estimate

Please explain why your calculation of external growth on page 2 of

Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 in

the equation [(M + B) + 1] + 2

The market price of a utility's common stock will tend to move toward book

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return

that is equal to the cost of capital (one of the desired effects of regulation)

As a result of this situation, I used [(M B)+1] 2 as opposed to the

current market-to-book ratio by itself to represent investor's expectations

that, in the future, a given utility will achieve a market-to-book ratio of 1.0

Has the Commission ever adopted a cost of capital estimate that included

this assumption?

Yes. In a prior Southwest Gas Corporation rate case°, the Commission

adopted the recommendations of ACC StafFs cost of capital witness

Stephen Hill, who I noted earlier in my testimony. In that case, Mr. Hill

Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876)

16
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used the same methods that I have used in arriving at the inputs for the

DCF model. His final recommendation for Southwest Gas Corporation

was largely based on the results of his DCF analysis, which incorporated

the same val id market-to-book ratio assumption that I have used

consistently in the DCF model as a cost of capital witness for RUCO.

7

8

How did you develop your dividend growth rate estimate?

I analyzed data on two separate proxy groups. A water company proxy

group comprised of three publicly traded water companies and a natural

gas proxy group consisting of ten natural gas local distribution companies

("LDC") that have similar operating characteristics to water providers.

13 Why did you use a proxy group methodology as opposed to a direct

analysis of AWC?

15 One of the problems in performing this type of analysis is that the utility

applying for a rate increase is not always a publicly traded company, as is

the case with AWC itself. Consequently it was necessary to create a

proxy by analyzing publicly traded water companies and LDC's with

similar risk characteristics.

21 Are there any other advantages to the use of a proxy?

Yes. the U.S. Supreme Court ruled in the Hope22 As I noted earlier,

decision that a uti l i ty is enti t led to earn a rate of return Net is

A.

Q.

Q.

A.

A.

Q.

17
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1 commensura te  w i th  t he  re tu rns  on  inves tments  o f  o ther  f i rms  w i th

2 comparable risk. The proxy technique that I have used derives that rate of

3 return. One other advantage to using a sample of companies is that it

4 reduces the possible impact that any undetected biases, anomalies, or

5 measurement errors may have on the DCF growth estimate.

6

7 What criteria did you use in selecting the companies that make up your

8 water company proxy for AWC?

g The three water companies used in the proxy are publicly traded on the

10 New York Stock Exchange ("NYSE"). All  three water companies are

11

12

13

14

15

followed by The Value Line Investment Survev ("Value Line") and are the

same companies that comprise Value Line's large capitalization Water

Utility Industry segment of the U.S. economy (Attachment A contains

Value Line's April 24, 2009 update of the water util ity industry and

evaluations of the water companies used in my proxy),

16

17 Are these the same water util it ies that you have used in prior rate case

'IN

19

20

21

proceedings?

Yes. However, in prior proceedings I have also included a fourth water

provider known as Southwest Water Company which is traded over the

counter through the National Association of Securities Dealers Automated

22 Quotation System ("NASDAQ").

23

A.

Q.

A.

Q.

18
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1 Why did you exclude Southwest Water Company from your sample in this

proceeding

Value Line has suspended its long-term projections on Southwest Water

Company as a result of accounting errors that were recently discovered by

Southwest Water Company's management. The lack of projected data

made Southwest Water Company unsuitable for my sample group of

water providers

Please describe the companies that comprise your water company proxy

group

My water company proxy group includes American States Water Co

(stock ticker symbol "AWR"), California Water Service Group ("CWT") and

Aqua America, Inc. ("Vs/TR"). Each of these water companies face the

same types of risk that AWC faces. For the sake of brevity, I will refer to

each of these companies by their appropriate stock ticker symbols

henceforth

Briefly describe the areas sewed by the companies in your water

company sample proxy

addition to providing water service to residents of Fountain Hills

Arizona through its wholly owned subsidiary Chaparral City Water

Company, AWR also serves communities located in Los Angeles, Orange

In

and San Bernardino counties in California. C provides service to

Q.

19
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1 customers in seventy-five communities in California, New Mexico and

2 Washington. C 's principal service areas are located in the San

3 Francisco Bay area, the Sacramento, Salinas and San Joaquin Valleys

4 and parts of Los Angeles. WTR is a holding company for a large number

5 of water and wastewater utilities operating in nine different states including

6 Pennsylvania, Ohio, New Jersey, Illinois, Maine, North Carolina, Texas,

7 Florida and Kentucky.

8

9 Are these the same water companies that AWC used in its application?

10 AWC's cost of equity witness, Dr. Thomas Zepp, used the same water

11

to

companies included in my proxy. Dr. Zepp also used three other water

companies in his cost of capital analysis which are included in Value

13 Line's Small and Mid Cap Edition.

14

15 Why did you exclude the water companies that are followed in Value

16 Line's Small and Mid Cap Edition?

17 Value Line does not provide the same type of forward-looking information

18 (Le. long-term estimates on return on common equity and share growth)

19 on small and mid-cap companies that it provides on the three water

20 companies that I used in my proxy. Consequently, as in the case of

21 Southwest Water Company, these water providers are not as suitable as

22 the ones that I have used in my analysis.

6 Connecticut Water Service, Inc., Middlesex Water Company and SJW Corp.

A.

Q.

Q.

A.

20
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1

2

3

4

5

What criteria did you use in selecting the natural gas LDC's included in

your proxy for AWG?

As are the water companies that l just described, each of the natural gas

LDC's used in the proxy are publicly traded on a major stock exchange (all

ten trade on the NYSE) and are followed by Value Line. Each of the ten

6

7

8

9

LDC's in my sample are tracked in Value Line's natural gas Utility industry

segment. All of the companies in the proxy are engaged in the provision

of regulated natural gas distribution services. Attachment B of my

testimony contains Value Line's most recent evaluation of the natural gas

10 proxy group that I used for my cost of common equity analysis.

11

12

13

14

15

16

17

18

19

20

21

What companies are included your natural gas proxy?

The ten natural gas LDC's included in my proxy (and their NYSE ticker

symbols) are AGL Resources, Inc. ("AGL"), At nos Energy Corp. ("ATO"),

Laclede Group, Inc. ("LG"), New Jersey Resources Corporation ("NJR"),

Nicor, Inc. ("GAS"), Northwest Natural Gas Co. ("NWN"), Piedmont

Natural Gas Company ("PNY"), South Jersey Industries, Inc. ("SJl")

Southwest Gas Corporation ("SWX"), which is the dominant natural gas

provider in Arizona, and WGL Holdings, Inc. ("WGL"). These are the

same ten LDC's that l  analyzed in the most recent UNS Gas, Inc.

proceeding.7

22

7 Docket No. G-04204A-06-0463

A.

Q.

A.

Q.

2 1
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1

2

3

4

Briefly describe the regions of the U.S. served by the ten natural gas

LDC's that make up your sample proxy.

The ten LDC's listed above provide natural gas service to customers in the

Middle Atlantic region (Le. NJI which serves portions of northern New

5

6

7

Jersey, SJI which serves southern New Jersey and WGL which serves the

Washington D.C. metro area), the Southeast and South Central portions

of the U.S. (Le. AGL which serves Virginia, southern Tennessee and the

8 Atlanta, Georgia area and PNY which serves customers in North Carolina,

9

10

11

12

South Carolina and Tennessee), the South, deep South and Midwest (Le.

ATO which serves customers in Kentucky, Mississippi, Louisiana, Texas,

Colorado and Kansas, GAS which provides service to northern and

western Illinois, and LG which serves the St. Louis area), and the Pacific

13

14

Northwest (Le. NWN which sen/es Washington state and Oregon).

Portions of Arizona, Nevada and California are served by SWX.

15

16 Did the Company's witness also perform a similar analysis using natural

17

'IN

gas LDs's'?

No, he did not.

19

20 Please explain your DCF growth rate calculations for the sample

21

22

23

companies used in your proxy.

Schedule WAR-5 provides retention ratios, returns on book equity, internal

growth rates, book values per share, numbers of shares outstanding, and

Q.

A.

A.

Q.

A.

Q.

22
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1

2

the compounded share growth for each of  the util it ies included in the

sample for the historical observation period 2004 to 2008 for both the

water and LDC industries. Schedule WAR-5 also includes Value Line's3

4

5

6

projected 2009, 20010 and 2012-14 values for the retention ratio, equity

return, book value per share growth rate, and number of shares

outstanding for both the water utilities and the LDC's.

7

8

9

10

11

12

13

14

15 I

16

17

18

19

20

21

22

23

Please describe how you used the information displayed in Schedule

WAR-5 to estimate each comparable utility's dividend growth rate.

In expla in ing my analysis,  I wi l l  use AW R as an example. The f irst

dividend growth component that I evaluated was the internal growth rate.

l used the "b x r" formula (described on pages 10 and 11) to mult iply

AWR's earned return on common equity by its earnings retention ratio for

each year in the 2003 to 2007 observation period to derive the utility's

annual internal growth rates. used the mean average of this f ive-year

period as a benchmark against which l compared the projected growth

rate trends provided by Value Line. Because an investor is more likely to

be influenced by recent growth trends, as opposed to historical averages,

the five-year mean noted earlier was used only as a benchmark figure. As

shown on Schedule WAR-5, Page 1, AWR's average internal growth rate

of 2.62 percent over the 2004 to 2008 time frame reflects an up and down

pattern of growth that ranged from a low of 1.01 percent in 2002 to a high

of 3.79 percent during 2007. Value Line is predicting that growth will

A.

Q.

23
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1 increase steadily from 3.05 percent in 2008, to 6.35 percent by the end of

2 the 2012-14 time frame. After weighing Value Line's projections for

3

4

internal growth, lower outlook for earnings per share, no change in

dividends and a higher estimate for book value, I believe that a 6.00

5

6

percent rate of growth is reasonable for AWR (Schedule WAR-4, Page 1

of 2).

7

8 Please continue with the external growth rate component portion of your

9

10

analysis.

Schedule WAR-5 demonstrates that the pattern of shares outstanding for

AWR increased from 16.75 million to 17.30 million from 2004 to 2008.11

12

13

14

15

16

17

Value Line is predicting that this level will increase from 18.25 million in

2008 to 20.25 million by the end of 2014. Based on this data, l believe

that a 4.75 percent growth in shares is not unreasonable for AWR (Page 2

of Schedule WAR-4). My final dividend growth rate estimate for AWR is

7.81 percent (6.00 percent internal + 1.81 percent external) and is shown

on Page 1 of Schedule WAR-4.

18

19 What is your average DCF dividend growth rate estimate for your sample

20 of water utilities?

21

22

My average DCF dividend growth rate estimate for my water company

sample is 6.25 percent as displayed on page 1 of Schedule WAR-4.

23

A.

Q.

Q.

A.

24
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1

2

Did you use the same approach to determine an average dividend growth

rate for the proxy comprised of natural gas LDC's'?

3 Yes.

4

5 What is your average DCF dividend growth rate estimate for the sample

6 natural gas utilities?

7

8

My average DCF dividend growth rate estimate is 6.44 percent, which is

also displayed on page 1 of Schedule WAR-4.

9

10

11

How  does  you r  av e rage  d i v i dend  g row t h  ra t e  es t im a t es  on  w a t e r

companies compare to the growth rate data published by Value Line and

12

13

14

15

16

17

18

other analysts?

Schedule WAR-6 compares my sustainable growth est imates with the

five-year projections of analysts at both Zacks Investment Research, Inc.

("Zacks") (At tachment  C) and Value Line. in  t he  case o f  t he  water

companies, my 6.25 percent estimate falls between Zacks' average long-

term EPS projection of 8.33 percent and Value Line's growth projection of

5.36 percent (which is an average of  EPS, DPS and BVPS). My 6.25

19

20

21

22

23

percent estimate is 38 basis points higher than the 5.87 percent average

of Value Line's historical and projected data (and the consensus opinions

published by Zacks) and is also 69 basis points higher than Value Line's

5.56 percent 5-year compound historical average of EPS, DPS and BVPS.

The es t imates  of  analys ts  a t  Value L ine ind icate that  inves tors  are

A.

Q.

A.

Q.

A.

Q.

25
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1

2

3

4

expecting somewhat lower increased performance from water utilities in

the future. On balance, I would say my 6.25 percent estimate is a good

representation of the growth projections that are available to the investing

public.

5

6

7

8

How do your average dividend growth rate estimates on natural gas LDC's

compare to the growth rate data published by Value Line and other

analysts?

9

10

'H

12

13

14

15

16

17

18

19

20

21

22

23

In regard to the natural gas LDC's, my 6.44 percent estimate also falls

between the average 6.59 percent long-term consensus projections

published by Zacks, and the 4.33 percent Value Line projected estimate

(which is an average of EPS, DPS and BVPS). As can also be seen on

Schedule WAR-6, the 6.44 percent estimate that I have calculated is 76

basis points higher than the 5.68 percent average of the 5-year historic

EPS, DPS and BVPS means of Value Line and 108 basis points higher

than the 5.36 percent five-year compound historical average of Value Line

data (on EPS, DPS and BVPS). In fact, my 6.44 percent estimate is 122

basis points higher than the combined 5.22 percent Value Line and Zacks

averages displayed in Schedule WAR-6. The estimates of both Value

Line's and Zacks' analysts indicate that investors are also expecting

somewhat lower performance from natural gas distribution companies in

the future. In the case of the LDC's I would say that my 6.44 percent

estimate, which is lower than Zack's projections but higher than Value

A.

Q.
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Line's forecasts, is a fair representation of the growth projections

presented by securities analysts at this point in time

How did you calculate the dividend yields displayed in Schedule WAR-3?

For both the water companies and the natural gas LDC's I used the

estimated annual dividends, for the next twelve-month period, that

appeared in Value Line's April 24, 2009 Ratings and Reports water

services industry update and Value Line's March 13, 2009 Ratings and

Reports natural gas utility update I then divided those figures by the

eight-week average price per share of the appropriate utility's common

stock. The eight-week average price is based on the daily closing stock

prices for each of the companies in my proxies for the period April 6, 2009

to May 29, 2009

Based on the results of your DCF analysis, what is your cost of equity

capital estimate for the water and natural gas utilities included in your

sample?

As shown on page 2 of Schedule WAR-2, the cost of equity capital derived

from my DCF analysis is 9.32 percent for the water utilities and 11.42

percent for the natural gas LDC's
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1 Capital Asset Pricing Model (CAPM) Method

Please explain the theory behind CAPM and why you decided to use it as

an equity capital valuation method in this proceeding

CAPM is a mathematical tool that was developed during the early 1960's

by William F. Sharped, the Tim ken Professor Emeritus of Finance at

Stanford University, who shared the 1990 Nobel Prize in Economics for

research that eventually resulted in the CAPM model. CAPM is used to

analyze the relationships between rates of return on various assets and

risk as measured by beta.9 In this regard, CAPM can help an investor to

determine how much risk is associated with a given investment so that he

or she can decide if that investment meets their individual preferences

Finance theory has always held that as the risk associated with a given

investment increases, so should the expected rate of return on that

investment and vice versa. According to CAPM theory, risk can be

classified into two specific forms: nonsystematic or diversifiable risk. and

systematic or non-diversifiabie risk. While nonsystematic risk can be

virtually eliminated through diversification (i.e. by including stocks of

various companies in various industries in a portfolio of securities)

systematic risk, on the other hand, cannot be eliminated by diversification

William F, Sharpe, "A Simplified Model of Portfolio Analysis," Manaqement Science, Vol. 9, No
Z (January 1963), pp. 277-93

Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of
a market portfolio of assets It is a measure of systematic or non-diversifiable risk. The returns
on a stock with a beta of 1,0 will mirror the returns of the overall stock market. The returns on
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock
market: and if a stock's beta is less than 1.0, its returns are less volatile or riskier than the overall
stock market

28
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Thus, systematic risk is the only risk of importance to investors. Simply

stated, the underlying theory behind CAPM states that the expected return

on a given investment is the sum of a risk-free rate of return plus a market

risk premium that is proportional to the systematic (non-diversifiabie risk)

associated with that investment. In mathematical terms. the formula is as

follows

where

k= r f+ [6 ( rm- r f ) ]

the expected return of a given security

risk-free rate of return

beta coefficient. a statistical measurement of a

security's systematic risk

average market return (e.g. S8¢P 500), and

market risk premium

16 What types of financial instruments are generally used as a proxy for the

risk-free rate of return in the CAPM model?17

Generally speaking, the yields of U.S. Treasury instruments are used by

analysts as a proxy for the risk-free rate of return component

20

Q.
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1 Please explain why U.S. Treasury instruments are regarded as a suitable

2 proxy for the risk-free rate of return?

3 As citizens and investors, we would like to believe that U.S. Treasury

4 securities (which are backed by the full faith and credit of the United

5 States Government) pose no threat of default no matter what their maturity

6 dates are. However, a comparison of various Treasury instruments will

7

8

reveal that those with longer maturity dates do have slightly higher yields.

Treasury yields are comprised of two separate components,'° a real rate

9 of interest (believed to be approximately 2.00 percent) and an inflationary

10 expectation. When the real rate of interest is subtracted from the total

11 treasury yield, all that remains is the inflationary/ expectation. Because

12 increased inflation represents a potential capital loss, or risk, to investors,

13 a higher inflationary expectation by itself represents a degree of risk to an

14 investor. Another way of looking at this is from an opportunity cost

15 standpoint. When an investor locks up funds in long-term T-Bonds,

16 compensation must be provided for future investment opportunities

17 foregone. This is often described as maturity or interest rate risk and it

18 can affect an investor adversely if market rates increase before the

19 instrument matures (a rise in interest rates would decrease the value of

20 the debt instrument). As discussed earlier in the DCF portion of my

10 As a general rule of thumb, there are three components that make up a given interest rate or
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk
premium. The approximate risk premium of a given security can be determined by simply
subtracting a 91-day T-Bill rate from the yield on the security.

A.

Q.
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1 testimony, this compensation translates into higher rates of returns to the

2 investor.

3

4 What security did you use for a risk-free rate of return in your CAPM

5

6

analysis?

I used an eight-week average of  the yield on a 5-year U.S. Treasury

7 instrument, The yields were published in Value Line's Selection and

8

9

Opinion publicat ion dated Apri l 10, 2009 through Ma y  2 9 ,  2 0 0 9

(Attachment D). This resulted in a risk-f ree (rf ) rate of  return of  1.87

10 percent.

11

12 Why did you use the yield on a 5-year year U.S. Treasury instrument as

to

14

opposed to a short-term T-Bill?

While a shorter term instrument, such as a 91-day T-Bill, presents the

15 lowest possible total risk to an investor, a good argument can be made

16

17

18

19

that the yield on an instrument that matches the investment period of the

asset being analyzed in the CAPM model should be used as the risk-free

rate of return. Since utilities in Arizona generally file for rates every three

to f ive years, the yield on a 5-year U.S. Treasury instrument closely

20

21

matches the investment period or, in the case of regulated utilities, the

period that new rates will be in effect.

22

23

A.

Q.

A.

Q.
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How did you calculate the market risk premium used in your CAPM

analysis?

I used both a geometric and an arithmetic mean of the historical total

returns on the S8<P 500 index from 1926 to 2007 as the proxy for the

market rate of return (rm). For the risk-free portion of the risk premium

component (rf), I used the geometric mean of the total returns of long-term

government bonds for the same eighty-one year period. The market risk

premium (rm - rf) that results by using these inputs is 5.10 percent (10.40%

5.30% 5.10%), The market risk premium that results by using the

arithmetic mean calculation is 6.80 percent (12.30°A 5.50% (5.80%)

How did you select the beta coefficients that were used in your CAPM

analysis?

The beta coefficients (B), for the individual utilities used in both my

proxies, were calculated by Value Line and were current as of April 24

2009 for the water companies and March 13, 2008 for the natural gas

LDC's. Value Line calculates its betas by using a regression analysis

between weekly percentage changes in the market price of the security

being analyzed and weekly percentage changes in the NYSE Composite

index over a five-year period. The betas are then adjusted by Value Line

for their long-term tendency to converge toward 1.00. The beta

coefficients for the service providers included in my water company

sample ranged from 0.75 to 0.85 with an average beta of 0.82. The beta
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coefficients for the LDC's included in my natural gas sample ranged from

0.60 to 0.75 with an average beta of 0.67

What are the results of your CAPM analysis?

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation

using a geometric mean to calculate the risk premium results in an

average expected return of 6.04 percent for the water companies and 5.26

percent for the natural gas LDC's. My calculation using an arithmetic

mean results in an average expected return of 7.43 percent for the water

companies and 6.39 percent for the natural gas LDC'S

Please summarize the results derived under each of the methodologies

presented in your testimony

The following is a summary of the cost of equity capital derived under

each methodology used

METHOD RESULTS

11.42%

DCF (Water Sample)

DCF (Natural Gas Sample)

CAPM (Water Sample)

CAPM (Natural Gas) m, - 6.39%
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1

2

3

Based on these results, my best estimate of an appropriate range for a

cost of common equity for AWC is 5.26 percent to 11.42 percent. My final

recommended cost of common equity figure is 8.33 percent.

4

5 Q How did you arrive at your final recommended 8.33 percent cost of

6

7

common equity?

My recommended 8.33 percent cost of common equity is the mean

8 average of my DCF and CAPM results. The calculation of my 8.33

9 percent cost of common equity can be seen on Schedule WAR-1, Page 2

of 2.10

11

12

13

14

Did you make any direct adjustment to your recommended cost of

common equity that takes into consideration the higher level of equity

contained in AWC's capital structure?

15 No. As can be seen in Schedule WAR- 9, the Company-proposed capital

16 structure is in line with the capital structures of the water utilities included

17

18

in my sample and is roughly in line with the capital structures of the LDC's

included in my sample.

19

20

21

23

22

A.

Q.

A.

34



Direct Testimony of William A. Rigsby
Arizona Water Company
Docket No. W-01445A-08~0440

1

2

3

4

5

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company?

The 12.40 percent cost of equity capital proposed by the Company is 407

basis points higher than the 8.33 percent OCRB cost of equity capital that

I am recommending.

6

7 Current Economic Environment

8 Please explain why it is necessary to consider the current economic

9 environment when performing a cost of equity capital analysis for a

10

11

regulated utility.

Consideration of the economic environment is necessary because trends

12

'IN

14

15

16

17

in interest rates, present and projected levels of inflation, and the overall

state of the U.S. economy determine the rates of return that investors earn

on their invested funds. Each of these factors represent potential risks

that must be weighed when estimating the cost of equity capital for a

regulated utility and are, most often, the same factors considered by

individuals who are also investing in non-regulated entities.

18

19

20

Please discuss your analysis of the current economic environment.

My analysis includes a brief review of the economic events that have

21 occurred since 1990. Schedule WAR-8 displays various economic

22 indicators and other data that 'I will refer to during this portion of my

23 testimony.

A.

Q.

A.

Q.

A.

Q.
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1 in 1991, as measured by the most recently revised annual change in

2 gross domestic product ("GDP"), the U.S. economy experienced a rate of`

3 growth of negative 0.20 percent. This decline in GDP marked the

4 beginning of a mild recession that ended sometime before the end of the

5 first half of 1992. Reacting to this situation, the Federal Reserve Board

6 ("Federal Reserve" or "Fed"), then chaired by noted economist Alan

7 Greenspan, lowered its benchmark federal funds rate" in an effort to

8 further loosen monetary constraints - an action that resulted in lower

9 interest rates.

10

11 During this same period, the nation's major money center banks followed

12 the Federal Reserve's lead and began lowering their interest rates as well.

13 By the end of the fourth quarter of 1993, the prime rate (the rate charged

14 by banks to their best customers) had dropped to 6.00 percent from a

15 1990 level of 10.01 percent. In addition, the Federal Reserve's discount

16 rate on loans to its member banks had fallen to 3.00 percent and short-

17 term interest rates had declined to revels that had not been seen since

18 1972.

19

11 This is the interest rate charged by banks with excess reserves at a Federal Reserve district
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is
the most sensitive indicator of the direction of interest rates, since it is set daily by the market,
unlike the prime rate and the discount rate, which are periodically changed by banks and by the
Federal Reserve Board, respectively.
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1 Although GDP increased in 1992 and 1993, the Federal Reserve took

2

3

steps to increase interest rates beginning in February/ of 1994, in order to

keep inflation under control. By the end of 1995, the Federal discount rate

4

5

6

7

had risen to 5,21 percent. Once again, the banking community followed

the Federal Reserve's moves. The Fed's strategy, during this period, was

to engineer a "soft landing." That is to say that the Federal Reserve

wanted to foster a situation in which economic growth would be stabilized

8 without incurring either a prolonged recession or runaway inflation.

9

10 Did the Federal Reserve achieve its goals during this period?

11 Yes. The Fed's strategy of decreasing interest rates to stimulate the

12

13

14

15

16

17

18

19

20

21

22

economy worked. The annual change in GDP began an upward trend in

1992. A change of 4.50 percent and 4.20 percent were recorded at the

end of 1997 and 1998 respectively. Based on daily reports that were

presented in the mainstream print and broadcast media during most of

1999, there appeared to be little doubt among both economists and the

public at large that the U.S. was experiencing a period of robust economic

growth highlighted by low rates of unemployment and inflation. Investors,

who believed that technology stocks and Internet company start-ups (with

little or no history of earnings) had high growth potential, purchased these

types of issues with enthusiasm. These types of investors, who exhibited

what former Chairman Greenspan described as "irrational exuberance,"

A.

Q.
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1 pushed stock prices and market indexes to all time highs from 1997 to

2000.2

3

4 What has been the state of the economy since 2001?

5

6

The U.S. economy entered into a recession near the end of the first

quarter of 2001. The bullish trend, which had characterized the last half of

7 the 1990's, had already run its course sometime during the third quarter of

8 2000. Economic data released since the beginning of 2001 had already

9 been disappointing during the months preceding the September 11, 2001

terrorist attacks on the World Trade Center and the Pentagon. Slower10

11

12

ts

14

15

growth figures, rising layoffs in the high technology manufacturing sector,

and falling equity prices (due to lower earnings expectations) prompted

the Fed to begin cutting interest rates as it had done in the early 1990's.

The now infamous terrorist attacks on New York City and Washington

D.C. marked a defining point in this economic slump and prompted the

Federal Reserve to continue its rate cutting actions through December16

17 2001. Prior to the 9/11 attacks, commentators, reporting in both the

18

19

mainstream financial press and various economic publications including

Value Line, believed that the Federal Reserve was cutting rates in the

20 hope of avoiding a recession.

21

22 Despite several intervals during 2002 and 2003 in which the Federal Open

23 Market Committee ("FOrm") decided not to change interest rates .-. moves

A.

Q.
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1 which indicated that the worst may be over and that the recession might

2 have bottomed out during the last quarter of 2001 a lackluster economy

3

4

persisted. The continuing economic malaise and even fears of possible

deflation prompted the FOMC to make a thirteenth rate cut on June 25,

5 2003. The quarter point out reduced the federal funds rate to 1.00

6 percent, the lowest level in forty-five years.

7

8

9

10

11

Even though some signs of economic strength, mainly attributed to

consumer spending, began to crop up during the latter part of 2002 and

into 2003, Chairman Greenspan appeared to be concerned with sharp

declines in capital spending in the business sector.

12

13

14

15

16

During the latter part of 2003, the FOMC went on record as saying that it

intended to leave interest rates low "for a considerable period." After its

two-day meeting that ended on January 28, 2004, the FOrm announced

"that with inflation 'quite low' and plenty of excess capacity in the

t7 economy, policy-makers 'can be

. 12"accommodation.

patient in removing its policy

18

19

20

21

22

12 Walk, Martin, "Fed holds interest rates steady,"MSNBC, January 28, 2004.

ll
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1 What actions has the Federal Reserve taken in terms of interest rates

2

3

since the beginning of 2001?

As noted earlier, from January 2001 to June 2003 the Federal Reserve out

4

5

6

7

8

9

10

11

12

interest rates a total of thirteen times. During this period, the federal funds

rate fell from 6.50 percent to 1.00 percent. The FOMC reversed this trend

on June 29, 2004 and raised the federal funds rate 25 basis points to 1.25

percent. From June 29, 2004 to January 31, 2006, the FOMC raised the

federal funds rate thirteen more times to a level of 4.50 percent.

The FOMC's January 31, 2006 meeting marked the final appearance of

Alan Greenspan, who had presided over the rate setting body for a total of

eighteen years. On that same day, Greenspan's successor, Ben

Bernanke, the former chairman of the President's Council of Economic

13

14

15

16

Advisers and a former Fed governor under Greenspan from 2002 to 2005,

was confirmed by the U.S. Senate to be the new Federal Reserve chief.

As expected by Fed watchers, Chairman Bernanke picked up where his

predecessor left off and increased the federal funds rate by 25 basis

17

18

points during each of the next three FOMC meetings for a total of

seventeen consecutive rate increases since June 2004, and raising the

19

20

21

federal funds rate to a level of 5.25 percent. The Fed's rate increase

campaign finally came to a halt at the FOMC meeting held on August 8,

2006, when the FOMC decided not to raise rates.

22

23

A.

Q.
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1 What was the reaction in the financial community to the Fed's decision not

2 to raise interest rates?

3 As in the past, banks followed the Fed's lead once again and held the

4 prime rate to a level of 8.25 percent, or 300 basis points higher than the

5 federal funds rate of 5.25 percent established on June 29, 2006.

6

7 How did analysts view the Fed's actions between January 2001 and

8 August 2006?

9 According to an article that appeared in the December 2, 2004 edition of

10 The Wall Street Journai, the FOMC's decision to begin raising rates two

'H years ago was viewed as a move to increase rates from emergencylows

12 in order to avoid creating an inflation problem in the future as opposed to

13 slowing down the strengthening economy.13 In other words, the Fed was

14 trying to head off inflation before it became a problem. During the period

15 following the August 8, 2006 FOrm meeting, the Fed's decisions not to

16 raise rates were viewed as a gamble that a slower U.S. economy would

17 help to cap growing inflationary pressures.14

18

19

20

13 McKinnon, John D. and Greg IP, "Fed Raises Rates by a Quarter Point,
Journal, September 22, 2004.

1: The Wall Street

14 up, Greg, "Fed Holds Interest Rates Steady As Slowdown Outvveighs Inflation," The Wall Street
Journal Online Edition, August 8, 2006.

Q.

A.

Q.

A.
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Was the Fed attempting to engineer another "soft landing", as it did in the

mid-nineties, by holding interest rates steady?

Yes, however, as pointed out in an August 2006 article in The Wall Street

Journal by E.S. Browning, soft landings - l ike the one that the Fed

managed to pull off during the 1994-95 time frame, in which a recession or

a bear market were avoided - rarely happen'°. Since it began increasing

the federal funds rate in June 2004, the Fed had assured investors that it

would increase rates at a "measured" pace. Many analysts and

economists interpreted this language to mean that former Chairman

Greenspan would be cautious in increasing interest rates too quickly in

order to avoid what is considered to be one of the Fed's few blunders

during Greenspan's tenure - a series of increases in 1994 that caught the

financial markets by surprise after a long period of low rates. The rapid

rise in rates contributed to the bankruptcy of Orange County, California

and the Mexican peso crisis'°. According to Mr. Browning, at the time that

his article was published, the hope was that Chairman Bernanke would

succeed in slowing the economy "just enough to prevent serious inflation

but not enough to choke off growth." In other words, "a 'Goldilocks

economy,' in which growth is not too hot and not too void

Browning, Es, "Not Too Fast, Not Too Slow. The Wal! Street Journal Online Edition, August
21. 2006

Jr

1

Associated Press (AP), "Fed begins debating interest rates" USA Todav, June 29, 2004
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1

2

3

Was the Fed's attempt to engineer a soft landing successful during the

period that followed the August 8, 2006 FOMC meeting?

It would appear so. Articles published in the mainstream financial press

4

5

6

7

8

9

10

were generally upbeat on the economy during that period. An example of

this is an article written by Nell Henderson that appeared in the January

30, 2007 edition of The Washington Post. According to Ms. Henderson, "a

year into [Fed Chairman] Bernanke's tenure, the [economic] picture has

turned considerably brighter.  Inf lat ion is fal l ing,  unemployment is low,

wages  are  r is ing;  and the economy,  desp i te  cont inued prob lems in

housing, is growing at a brisk clip."

11

12

13

14

What has been the state of the economy over the past two years?

Reports in the mainstream financial press during the majority of 2007

reflected the view that the U.S. economy was slowing as a result of a

15 worsening situat ion in the housing market and higher oi l  prices. The

16

17

18

overall outlook for the economy was one of only moderate growth at best.

Also during this period the Fed's key measure of inflation began to exceed

the rate setting body's comfort level.

19

20

21

On August 7, 2007, the FOMC decided not to increase or decrease the

federa l  funds  rate for  the n inth s t ra ight  t ime and le f t  i t s  target  rate

17 Henderson, Nell, "Bullish on Bernanke" The Washington Post, January 30, 2007.

A.

Q.

A.

Q.
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1

2

3

4

unchanged at 5.25 percent.'8 At the time of the Fed's decision, analysts

speculated that a rate cut over the next several months was unlikely given

the Fed's concern that inflation would fail to moderate. However, during

this same period, evidence of an even slower economy and a possible

5

6

7

8

9

recession was beginning to surface. Within days of the Fed's decision to

stand pat on rates, a borrowing crisis rooted in a deterioration of the

market for subprime mortgages and securities linked to them, forced the

Fed to inject $24 billion in funds (raised through open market operations)

into the credit markets.19 By Friday, August 17, 2007, after a turbulent

week on Wall Street, the Fed made the decision to lower its discount rate10

11

12

13

14

(Le. the rate charged on direct loans to banks) by 50 basis points, from

6.25 percent to 5.75 percent, and took steps to encourage banks to

borrow from the Fed's discount window in order to provide liquidity to

lenders. According to an article that appeared in the August 18, 2007

edition of The Wall Street Journal, 20 the Fed had used all of its tools to15

16 restore normalcy to the financial markets. If the markets failed to settle

17

18

down, the Fed's only weapon left was to cut the Federal Funds rate

possibly before the next FOMC meeting scheduled on September 18,

19 2007.

20

15 In, Greg, "Markets Gyrate As Fed Straddles Inflation, Growth" The Wall Street Journal, August
8, 2007

19 up, Greg, "Fed Enters Market To Tamp Down Rate" The Wall Street Journal, August 9, 2007

20 up, Greg, Robin Sydel and Randall Smith, "Fed Offers Banks Loans Amid Crises" The Wall
Street Journal, August 9, 2007
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Did the Fed cut rates as a result of the subprime mortgage borrowing

crises?

Yes. At its regularly scheduled meeting on September 18, 2007, the

FOrm surprised the investment community and cut both the federal funds

rate and the discount rate by 50 basis points (25 basis points more than

what was anticipated). This brought the federal funds rate down to a level

of 4.75 percent. The Fed's action was seen as an effort to curb the

aforementioned slowdown in the economy. Over the course of the next

four months, the FOMC reduced the Federal funds rate by a total 175

basis points to a level of 3.00 percent .- mainly as a result of concerns that

the economy was slipping into a recession. This included a 75 basis point

reduction that occurred one week prior to the FOMC's meeting on January

29. 2008

What actions has the Fed taken in regard to interest rates over the past

The Fed made two more rate cuts which included a 75 basis point

reduction in the federal funds rate on March 18, 2008 and an additional 25

basis point reduction on April 30, 2008. The Fed's decision to out rates

was based on its belief that the slowing economy was a greater concern

than the current rate of inflation (which the majority of FOMC members
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1

2

believed would moderate during the economic slowdown).21 As a result of

the Fed's actions, the federal funds rate was reduced to a level of 2.00

3

4

5

6

7

8

9

percent. From April 30, 2008 through September 16, 2008, the Fed took

no further action on its key interest rate. However, the days before and

after the Fed's September 16, 2008 meeting saw longstanding Wall Street

firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of

their subprime holdings. By the end of the week, the Bush administration

had announced plans to deal with the deteriorating financial condition

which had now become a worldwide crisis. The administrations actions

10

11

included former Treasury Secretaiy Henry Paulson's request to Congress

for $700 billion to buy distressed assets as part of a plan to halt what has

12 been described as the worst financial crisis since the 1930's22. Amidst this

13

14

15

16

turmoil, the Fed made the decision to out the federal funds rate by another

50 basis points in a coordinated move with foreign central banks on

October 8, 2008. This was followed by another 50 basis point cut during

the regular FOMC meeting on October 29, 2008. At the time of this

17

18

19

20

writing, the federal funds target rate now stands at 0.25 percent, the result

of a 75 basis point cut announced on December 16, 2008. After FOMC

meetings in January, March and April of 2009, the Fed elected not to

make any changes in the federal funds rate, stating in January that the

21 up, Greg, "Credit Worries Ease as Fed Cuts, Hints at More Relief" The Wall Street Journal,
March 19, 2008

22 Solo man, Deborah, Michael R. Crittenden and Damian Paletta, "U.S. Bailout Plan Calms
Markets, But Struggle Looms Over Details" The Wall Street Journal, September 20, 2008
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»23
1

2

3

rate would remain low "for some t ime. Presently, the Fed's discount

rate is at 0.50 percent, a level not seen since 1940s.24 Based on data

released during the early part of December 2008, the U.S. is now officially

4 in a recession which began in December of 2007.

5

6 Putting this all into perspective, how have the Fed's actions since 2000

affected benchmark rates?7

8 U.S. Treasury instruments are for the most part  st i l l  at  historically low

levels. The Fed's actions have also had the overall effect of reducing theg

10

11

12

cost of many types of business and consumer loans. As can be seen in

Schedule WAR-8, the previously mentioned federal discount rate (the rate

charged to the Fed's member banks), has fallen to 0.50 percent from 2.25

"IN percent in 2008.

14

15 What has been the trend in other leading interest rates over the last year?

16

17

18

19

As of May 20, 2009, the leading interest rates have all dropped from the

levels that existed a year ago (Attachment C, Value Line Select ion 8<

Opinion page 3517). The prime rate has fallen from 5.00 percent a year

ago to 3.25 percent. The benchmark federal funds rate, just discussed,

has decreased from 2.00 percent, in May 2008, to a level of 0.25 percent20

Hilsenrath, Jon and Liz Rappaport, "Fed Weighs Idea of Buying Treasures as Focus Shifts"
The Wall Street Journal, January 29, 2009

23

24 Hilsenrath, Jon,
December 17, 2008

"Fed Cuts Rates Near Zero to Battle Slump" The Wall Street Journal,

Q.

A.

Q.

A.
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(as a result of the December 16, 2008 rate out discussed above). The

yields on all of the non-inflation protected maturities of U.S. Treasury

instruments exhibited in my Attachment C have also decreased over the

past year. A previous trend, described by former Chairman Greenspan as

a "conundrum in which long-term rates fel l  as short-term rates

increased, thus creating a somewhat inverted yield curve that existed as

late as June 2007, is completely reversed and a more traditional yield

curve (one where yields increase as maturity dates lengthen) presently

exists (Attachment C). The 5-year Treasury yield, used in my CAPM

analysis, has fallen from 3.04 percent, in May 2008, to 2.03 percent as of

May 20, 2009. The 30-Year Treasury constant maturity ra.te. also

decreased from 4.54 percent over the past year to 4.14 percent. These

current yields are considerably lower than corresponding yields that

existed during the early nineties and at the beginning of the current

decade (as can be seen on Schedule WAR-8)

What is the current outlook for the economy

Value Line's analysts have become more optimistic in their outlook on the

economy as of late and had this to say in their Quarterly Economic Review

that appeared in the May 29, 2009 edition of Value Line's Selection and

Opinion publication

Work, Martin, "Greenspan wrestling with rate 'conundrum'," MSNBC, June 8, 2005
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We probably have seen the low point in the business cycle, with the
six month period from early last fall through late this winter likely having
marked that trough. The business outlook, which deteriorated steadily
during this time-with housing, auto demand, retail sales, manufacturing,
and on manufacturing all slumping in tandem- has grown less troubling
in recent weeks. The lessening in the recession's clout suggests that the
u.s gross domestic product, which fell 6.3% in the fourth quarter of
2008 and by 6.1% in the opening period of this year, will decline by less
than half that amount in the quarter that ends on June 30th. it should be
noted that the surveys being issued largely detail a reduction in the
economic downturn's severity, rather than any appreciable pickup in
strength. In our v iew, we are sti l l  months away from a sustained
business upturn. The best that seems ahead in the next 12 to 18 months
is an uneven and understated recovery, with quarterly growth only
gradually rising above 2%. We think it will be late 2010 or early 2011
before the economy really gets rolling.

1
2
3
4
5
6
7
8
9

10
11
'IN
13
14
15
16
17
18
19 What is Value Line's outlook for interest rates?

20 In the Selection and Opinion publication noted above, Value Line's

21 analysts had this to say:

22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

Interest Rates: Late last year, with the threat of a deepening recession,
or worse, increasing by the day, the Federal Reserve voted to lower the
Federal Funds rate (the rate charged on overnight loans .between banks)
to near zero. That is where they remain now and are likely to stay for a
year or more. Other short-term interest rates .-- notably on three-and
six-month Treasury bills -.- remain negligible, as do yields on money
market funds and bank certificates of deposit of short duration. Longer-
term fixed-income instruments (i.e., 10-year Treasury notes and 30-year
Treasury bonds), where yields are more closely tied to long-range
inflationary expectations, are also low by recent standards, at 3.2% and
42%, respectively, Here, though, yields are trending higher, as some
market forecasters opine that inflation will pose a problem later in the
pending business recovery. Time will tell if such worries are justified.
Long-term interest rates are not yet serious competition for stocks, but
they could become so with even a moderate further increase.

38 Q. What is Value Line's opinion on the current rate of inflation?

39 Also in the Selection and Opinion publication noted above, Value Line's

40 analysts had this to say:

41

42

A.

Q.

A.
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1
2
3
4
5
6
7
8
9

10
11
12
1:3

Inflation: The major story here has been the ratcheting down of inflation
since late last year, when declining global economic activity and plunging
oil prices helped bring about selective deflation, or falling prices,
Producer (wholesale) and consumer prices fell further during the opening
quarter of 2009, albeit less sharply than in the preceding three months,
as demand for labor, raw materials, and energy all contracted. The
threat of  def lation now seems to be lessening, as the decl ine in
economic activity slows. Our sense is that aggregate price changes will
be limited in the second quarter of this year and that inflation will start to
selectively edge higher by the fourth quarter. Somewhat higher producer
and consumer prices are likely in 2010. We think it will be 2011 or 2012,
before there is much chance of an inflation problem.

14 How are water utilities faring in the current economic environment?

15 Although there are some concerns regarding long-term infrastructure

16 requirements, water utilities appear to be doing well according to Value

17 Line analyst Andre J. Costanza. In the October 24, 2008 quarterly update

18 on the water utility industry Mr. Costanza stated the following:

19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

The Water Utility industry has held up relatively well over the past few
months, Although the broad market has been sent into a tailspin by
growing economic uncertainties and a tightening credit market, water
utility stocks have given little, if any, ground, and have thus jumped into
the middle of  the pack of  The Value Line Investment Survey for
Timeliness. Companies here are enjoying an increasingly favorable
regulatory environment,
strength boils down to their perceived safety. indeed, because of the
steady stream of income these stocks generate and the necessity for
water itself, the group provides shelter for investors looking to get out of
the treacherous economic waters that have been pulling many under
without having to take too conservative a stance. With no end to the
volatility in sight, these stocks are likely to continue outpacing the broad
market averages over the coming six to 12 months.

but the primary reason for the share-price

34 Mr. Costanza reiterated his sentiments on the water utility industry

35 in the Value Line update published on January 23, 2009:

36
37
38
89
40
41
42
43

Not much has changed in the Water Utility Industry since our October
report, Stocks here have held their ground for the most part, whereas the
broader market continued to struggle with ongoing economic uncertainty,
Although an improving regulatory environment has played a hand, the
industry is really benefiting from the its perceived safety, stemming from
the necessity of water itself as well as the steady stream of income that
the stocks here generate. The group as a whole ranks near the top of the
Value Line Investment Survey for Timeliness and should continue to do

A.

Q.
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well over the next six to 12 months, as investors look for a place to ride
out the economic turbulence that is likely to persist

Mr. Costanza continued to have an upbeat assessment of the water

utility industry in the most recent Value Line update published on

April 24, 2009

Not much has changed in the Water Utility industry since our October
report. Stocks here have held their ground for the most part, whereas the
broader market continued to struggle with ongoing economic uncertainty
Although an improving regulatory environment has played a hand, the
industry is really benefiting from the its perceived safety, stemming from
the necessity of water itself as well as the steady stream of income that
the stocks here generate. The group as a whole ranks near the top of the
Value Line investment Survey for Timeliness and should continue to do
well over the next six to 12 months, as investors look for a place to ride
out the economic turbulence that is likely to persist

18 After weighing the economic information that you've just discussed, do you

believe that the 8.33 percent cost of equity capital that you have estimated

is reasonable for AWC?

I believe that my recommended 8.33 percent cost of equity will provide

AWC with a reasonable rate of return on the Company's invested capital

when economic data on interest rates (that are low by historical

standards), the current slowdown in growth in new housing construction

and the Fed's abi l i ty to keep inflation in check are al l  taken into

consideration As I noted earlier, the Hope decision determined that a

utility is entitled to earn a rate of return that is commensurate with the

returns it would make on other investments with comparable risk. I

believe that my cost of equity analysis, which is an average of the results

of both the DCF and CAPM models, has produced such a return

Q.
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1 COST OF DEBT

2 Have you reviewed AWC's testimony on the Company-proposed cost of

3 long-term debt?

4 Yes.

5

5

7

8

What cost of long-term debt are you recommending for AWC?

I am recommending that the Commission adopt the Company proposed

cost of debt of 7.31 percent.

9

10 CAPITAL STRUCTURE

11

12

Have you reviewed AWC's testimony regarding the Company's proposed

capital structure?

13 Yes.

14

15

16

17

Please describe the Company's proposed capital structure.

The Company is proposing a capital structure comprised of 50.76 percent

long-term debt and 49.24 percent common equity.

18

19

20

Qt

22

23

Is AWC's capital structure in line with industry averages?

For the most part, yes. As can be seen in Schedule WAR-9, AWC's

capital structure is definitely in line with the capital structures of the water

utilities in my sample. The capital structures for those utilities averaged

50.4 percent for debt and 49.6 percent for equity. AWC is roughly in line

Q.

A.

A.

Q.

Q.

A.

A.

Q.

A.

Q.
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1 with the capital structures of the LDC's in my sample. The capital

2

3

structures for those utilities averaged 45.9 percent for debt and 54.1

percent for equity (53.4 percent common equity + 0.7 percent preferred

4 equity).

5

6

7

8

9

What capital structure are you recommending for AWG?

I am recommending that the Commission adopt the Company-proposed

capital structure comprised of 50.76 percent long-term debt and 49.24

percent common equity.

10

11 WEIGHTED COST OF CAPITAL

12

13

14

15

16

17

18

How does the Company's proposed weighted cost of capital compare with

your recommendation?

The Company has proposed a weighted cost of capital of 9.81 percent.

This figure is the result of a weighted average of AWC's proposed 7.31

percent cost of long-term debt and 12.40 percent cost of common equity

capital. The Company-proposed 9.81 percent weighted cost of capital is

200 basis points higher than the 7.81 percent weighted cost of capital that

19 I am recommending.

20

21

22

23

A.

Q.

Q.

A.
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1 COMMENTS ON AWC'S COST OF EQUITY CAPITAL

2 TESTIMONY

3

4

5

6

7

8

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company?

The Company's cost of capital witness, Dr. Zepp, is recommending a cost

of common equity of 12.40 percent. His 12.40 percent cost of equity

capital is 407 basis points higher than the 8.33 percent cost of equity

capital that I have calculated.

9

10

11

12

13

14

Briefly summarize Dr. Zepp's direct testimony.

Dr. Zepp devotes a large portion of his testimony describing the risks

faced by AWC and why the Company's requests for a number pass

through adjustor mechanisms is justified. The remainder of his testimony

presents the results of his DCF and CAPM analyses.

15

16 What methods did Dr. Zepp use to arrive at his cost of common equity for

17 AVVC?

18 Dr. Zepp used both the DCF and CAPM methods.

19

20

21

His DCF analysis

relies on two estimates for the growth component ("g") of the constant

model that I also used in my analysis. Dr. Zepp's DCF results range from

11.30 percent to 11.90 percent compared with my DCF average of 10.37

22 In regard to the CAPM, Dr. Zepp also uses the same

23

percent.

Sharpe/Litner version of the CAPM model that I have used. His CAPM

A.

Q.

A.

Q.

A.

Q.

54



Direct Testimony of William A. Rigsby
Arizona Water Company
Docket No. W-01-445A-08-0440

1 analysis uses two different market risk premium inputs and his results

2

3

range from 11.80 percent to 12.50 percent compared to my average

CAPM result of 6.28 percent.

4

5 DCF Comparison

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

What are the main reasons for the difference in the results that you

obtained from your DCF analysis and the results that Dr. Zepp obtained

from his DCF analysis using the constant growth model?

Dr. Zepp's dividend yields, based on three and twelve months of observed

stock price movements, are roughly the same as the results I obtained

from my water company sample but are lower than the dividend yields

obtained from my sample of LDC's. The main reason for the difference in

our DCF results are the growth estimates that Dr. Zepp used in his DCF

model. His first growth estimate, which he labels as the "conceptually

correct DCF estimates" is 8.81 percent based on a 3-month dividend yield

and 8.79 percent based on a 12-month dividend yield. His second growth

estimate which, is based on ACC Staff's past approach for calculating a

DCF growth component is 8.31 percent based on a 3-month dividend yield

and 8.29 percent based on a 12-month dividend yield. On average his

growth estimates for the DCF model are 221 basis points higher than the

21 average of my DCF growth estimates.

22

23

A.

Q.
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Do you agree with Dr. Zepp's estimates of growth?

No. I believe that the main reason for the difference in our earnings

estimates is that Dr. Zepp is relying only on earnings per share forecasts

as opposed to taking estimates of future growth in earnings, dividends and

book value per share into consideration as I have in developing my DCF

growth estimates (current Value Line estimates of EPS, DPS and BVPS

for the companies included in my water and gas samples can be seen on

my Schedule WAR-6). Reliance on earnings per share estimates alone

would tend to produce the higher results obtained by Dr. Zepp

12 CAPM Comparison

13 What is the difference between the risk-free instrument that Dr. Zepp used

14 in his CAPM model and the one that you used?

Dr. Zepp used forecasted yields on long-term U.S. Treasury instruments

as the input for the risk-free rate of return component in the CAPM model

Dr Zepp's average forecasted long-term yield of 4.90 percent is 303 basis

points higher than 1.87 percent average yield of the 5-year treasury

instrument that I relied on

What are your concerns with Dr. Zepp's use of forecasted yields on long

term U.S. Treasury instruments for a risk-free rate of return?

Q.
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Besides the fact that Dr. Zepp relied on forecasts as opposed to actual

current yields (that result from prices for Treasury instruments that factor

in investors' future expectations) I believe that long-term treasury

instruments are not as suitable as intermediate-term instruments. As I

stated earlier in my testimony a good argument can be made that since

utilities in Arizona typically file for rates every three to five years, the yield

on a 5-year U.S. Treasury Instrument is a better proxy for a risk-free rate

of return

How did Dr. Zepp's average beta used in his CAPM model compare with

the average beta that you used in yours?

Dr Zepp's average beta for the water companies in his sample averaged

0.98 as opposed to the average 0.82 beta that I used in my CAPM

analysis (which did not rely on three of the water utilities that Dr. Zepp

included in his sample) and the average beta of 0.67 that l obtained from

my sample of LDC's

Has the average for the water utilities that Dr. Zepp included in his sample

changed since the time his testimony was filed?

Yes. The current average beta for the water utilities that Dr. Zepp

included in his sample is now 0.84 as opposed to the average beta of 0.98

that he relied on. The updated average would produce a lower expected

rate of return in Dr. Zepp's CAPM model
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1

2

3

How does Dr. Zepp's market risk premium compare with the market risk

premium that you used in your CAPM analysis?

Dr. Zepp relied on two higher market risk premiums which produced an

4 average risk premium of 7.40 percent as opposed to the average market

5
I

6

risk premium of 5.95 percent that I used. His market risk premiums were

calculated on a narrower range of observed returns as opposed to the

7 range of returns that I relied on.

8

9 How did Dr. Zepp arrive at his final 12.40 percent cost of common equity

10 for AWC?

11

12

13

Dr. Zepp's final estimate of 12.40 percent is based upon an average of the

results of his various DCF and CAPM models. In arriving at final cost of

equity figure for AWG, he adds an additional 50 basis points, to take into

account the additional risks that Dr. Zepp believes AWC faces.14

15

16

17

18

19

Does your silence on any of the issues, matters or findings addressed in

the testimony of Dr. Zepp or any other witness for AWC constitute your

acceptance of their positions on such issues, matters or findings?

No, it does not.

20

21 Does this conclude your testimony on AWC?

22 Yes, it does.

Q.

A.

A.

Q.

Q.

A.

A.

Q.
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INDUSTRY TIMELINESS: 3 (of 99)

Water Utility
RELATIVE STRENGTH (Ratio of Industry to Va\ue Line Comp.)
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April 24, 2009 WATER UTILITY INDUSTRY 1793

Water utility stocks have remained relatively
trendy in recent months, with investors continu-
ing to flood the industry with cash in an attempt to
seek shelter in its traditionally stable fundamen-
tals and hide out from the broader market volatil-
i ty, Momentum is likely to remain strong for the
foreseeable future, as an improving regulatory
environment ought to enable the group to post

eco-

able and timely rate decisions in recent memory. It has
also enacted mechanisms set forth in the Water Action
Plan that ought to reduce outside influences (such as
weather) on usage rates and allow companies to be
compensated for unforeseen expenses, a methodology
which should help generate smoother earnings.

Rising Expense Tides
s o l i d  e a r n i n g s  g r o w t h ,  d e s p i t e  h e i g h t e n e d
c om i c  f e a r s .

M e a n w h i l e ,  t h e  g r o u p ' s  l o n g  h i s t o r y  o f  s t e a d y
i n com e p r ov i s i on  i s  an oth er  se l l i n g  p oi n t  i n  a  t i m e

s l a s h  l a y o u t s .  A l t h o u g h  t h e  r e c e n t  d e c i s i o n  b y
S o u th w e s t W a t e r  t o  r e d u c e  i t s  d i v i d e n d  ( s e e  p a g e
1 7 9 8  f o r  d e t a i l s )  p r o v e s  t h a t  n o b o d y  i s  i m m u n e ,
t h e  g r ou p ,  a s  a  w h ol e ,  h a s  a  h e a l t h y  t r a c k  r e c or d
o f  i n c o m e  g e n e r a t i o n  e v e n  i n  t h e  t o u g h e s t  o f  a t -
m os p h e r e s .  T h a t  s a i d ,  t h e  i n d u s t r y  r a n k s  n e a r  t h e
p i n n a c l e  o f t h e  V a l u e  L i n e  i n v e s t m e n t u n i v e r s e ,
w i t h  a  h a n d f u l  o f  t i m e l y  i s s u e s  t o  c h oos e  f r om .

L o n g e r - t e r m ,  t h e s e  s t o c k s  l o s e

when many outside this realm are being forced to

some of their
luster, however. Not a single issue in this industry
stands out for 3- to 5-year appreciation potential,
with burgeoning infrastructure costs expected to
repress profit margins over that period.

B u t ,  w h i l e  d e m a n d  a n d  g o v e r n m e n t  b a c k i n g  i n -
c r e a s e s ,  s o  t o o  w i l l  t h e  c o s t s  a s s o c i a t e d  w i t h  d o i n g
b u s i n e s s .  I n f r a s t r u c t u r e s  a r e  l a c k i n g  a n d ,  i n  m a n y
cases ,  requi re ser ious  maintenance.  Add to that  inc reas-
ingly  s t r ingent  EPA regulat ions ,  and the cos ts  of  upkeep
is  ex pec ted t o  requ i re  hundreds  o f  m i l l i ons  o f  do l l a rs  i n
i nv es t m en t  ov e r  t he  nex t  dec ade .  Un f o r t una t e l y ,  m any
operat ing in  t h i s  arena do not  have t he cash on hand to
foot  t he b i l l ,  ra id ing heavy  f i nanc ing ac t i v i t y  a  mus t .  As
such,  debt  and s tock  issuances wi l l  probably  be common-
place,  d i lut ing shareholder gains .  On the other hand,  the
high cos ts  of  doing bus iness ,  a long wi th weighty  barr iers
o f  e n t r y  f o r  n e w  p l a y e r s ,  i s  c r e a t i n g o p p o r t u n i t i e s  f o r
s ome of  t he la rger  p lay ers  wi l l i ng t o  f o rge ahead.  M8c A
a c t i v i t y  h a s  b e e n  w h i t e  h o t  a n d  w i l l  l i k e l y  r e m a i n  s o
go ing f o rward ,  i n  our  op in i on .

Flowing Demand Trends
C on c l u s i on

Water is a necessity of life, making it a much sought
after commodity. However, the world's fresh water sup-
ply is limited, with many experts predicting that re-
serves in certain areas may begin to dry up sooner than
expected. Obviously, water providers are a vital part of
the process and stand to benefit going forward.

Also, helping to paint a favorable backdrop, is the
recent uptick in support from state regulatory factions.
Indeed, although state regulatory authorities were put
in place to help maintain a balance of power between
customers and providers and to ensure that fair business
practices were followed, many have traditionally sided
with the public, limiting corporate profitability. Never-
theless, regulators, perhaps realizing the importance of
utilities, have done a 180-degree about face and are
putting new guidelines in place to make sure that
providers are fairly compensated. The California Public
Utilities Commission, which oversees business in the
Golden State, is the best example of this, with the
formerly antagonistic board, handing down more favor-

The Water Utility industry looks to be a good a place to
be at this juncture. We suspect that the stocks here will
be far more stable than the broader market indices, with
the aforementioned attributes providing somewhat of an
investment safehaven for the coming six to 12 months.
Still, we advise investors to review the individual re-
ports of each stock before making a financial commit-
ment. We do urge potential investors to pay particular
attention to American States Wafer, whose endeavors
into non-regulated military bases may well add to the
issue's long-term appeal. Aqua America, meanwhile, is
interesting based on its aggressive acquisition strategy.
That said, we think that investors should keepan eye on
American Water Works, too. Slightly riskier and un-
ranked because of its short trading history, the stock
might well receive a boost if rumors that majority
shareholder RWE will liquidate its position pan out.

Andre J. Costanza
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11.03

175

103

,81

11.37

1.75

1.13

.BZ

11.44

1.85

1.04

.BE

11.02

2.04

1.08

.84

12.91

2.26

1.19

.85

12.17

2.20

1.28

.86

1306

2.53

1.35

.87

13.78

2.54

1.34

.87

13.98

2.08

.78

.BB

1.90

9.95

2.43

10.07

2,19

10.29

2.40

11.01

2.58

11.24

3.11

11.4B
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125
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16.7

.86
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18.3

1.00

33%

31 .9

1.82

3.5%

19.20

3.80

1.95

1.08

Revenues per sh

"Cash Flow" per sh

Earnings per sh A

Div'd DecI'd per sh 81

21.50

4.60

2.50

1.26

4.30

19.45

Cap'l Spending per sh

BookValue per sh

4.50

21.00

18.75 Common Shs Outst'g 20.25

res are
Line
:tea

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

22.0

1.45

2.2%

350

37.0

Revenues ($mill)
Net Profit ($mill)

435

53.0

40.0%

5.0%

Income Tax Rate

AFUDC % to Net Profit

40.0%

5.0%

173.4

16.1

184.0

18.0

197.5

20.4

209.2

20.3

212.7

11.9

46.0% 45.7% 43.0% 38.9% 43.5%

51.0%

48.4%

47.5%

51.9%

54.9%

44.7%

52.0%

48.0%

52.0%

48.0%

CAPITAL STRUCTURE as of 12/31/08
Total Debt $341.8 mill. Due in 5 Yrs $12.4 mill.
LT Debt $266.5 mill, LT lnteres( $200 mill.

(LT interest earned: 3.2x: local interest
coverage: 3.0x) (46% of Cap'l)

Leases, Uncapitalized: Annual rentals $28 mill.

Pension Assets-12/08 $54.2 mill.

Oblig.$94.5 mill.
Pfd Stock None.

Common Stock 17,301 ,047 she.
MARKET CAP: $575 million (Small Cap)

zoos 2007 12l31lOB

3.2
14.8

1 6
44.8
64.4

24.0
3 2 8
2 9 3
B5.9

26B/ 1.7
16.1
1.6

43.7
63.1

29.1
37.8
274
94.3

314%

CURRENT POSITION
(SMILL)

Cash Assets
Receivables
Inventory (Avg Cst)
Other
Current Assets

Accts Payab\e
Debt Due
Other
Current Liab.

Fix. cho. Cov.

7.3
14.3
2.1

66.9
90.6

36.6
75.3
25.5

137,4

293%

Past Est'd '06-'0B
Yrs. to '12-'14
5.0 A 4.0%
6.0% 6.5%
5.5% 9.5%
2.0% 5.0%
5.0% 3.0%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Past
10 Yrs.

4.5%
5.5%
35 /9
1 5 %
4.5%

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun. 30 Sep. 30 Dec. 31

Full
Year

21106

2007

2008

2009

2010

66.3
74.0

84.2
89.0

96.0

63.0

79.3

B0.3
84.0

90.0

64.3
72.3

6B.9
72.0

7a.0

75.0

75.8

B53

90.0

95.0

268.6
301.4

318.7

335

360

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

Ful l
Year

zoos

2007

2008

2009

2010

.35

.40

.30

.32

.35

.30

.35

.43

.46

.50

.32

.44

.25

.47

.51

.38

.42

.53

.55

.59

1.33

1.62

1.55

1.80

1.95

Cal-
endar

QUARTERLY DIVIDENDS PAID Bl

Mar31 Jun.30 SeD.30 Dec.31

Full
Year

z o o s

2006

2 0 0 7

2 0 0 8

2009

.225

.235

.250

250

225

.225

.235

.250

.225

.225

,235

.250

.225

.225

.235

250

250

.90

.91

.96

1.00

50.4%

49.6%

48.6%

51.4%

48.9%

53.1%

46.2%

53.8%

43.5%

56.5%

46.5%

525%

Long-Term Debt Ratio

Common Equity Ratio

45.5%

54.5%

328.2

449.6

371.1

509..

447.6

539.8

444.4

563,3

4-2.3

602.3

480.4

6B4.2

532.5

713.2

551.6

750.5

589.4

776.4

577.0

825.3

610

870

680

915

Total Capital ($mill)

Net Plant ($mi\l)

825

1025

6.6%

10,0%

10.1%

6,4v,

9.2%

93%

6.1%

10.1%

10.1%

6.5%

9.5%

9.5%

4.6%

5.6%

5.6%

5.2%

68%

6.6%

5.4%

8.5%

8.5%

5.0%

8.1%

8.1%

6.7%

93%

9.3%

8.4%

B.6%

8.6%

7.0%

9.5%

9.5%

7.5%

10.0%

10.0%

Return on Total Cap'\

Return on Shi. Equity

Rectum on Com Equity

9.0%

12.5%

12.5%

2.9%

72%

3.0%

58%

35%

65%

3.3%

65%

NMF

113%

1.0%

84%

2.B%

67%

2.7%

67%

3.9%

58%

3.t %

64%

4.0%

59%

4.5%

56%

Retained to Com Eq

All Div'ds to Net Prof

6.5%

48%

I a1ere in the city of Big Bear Lake and in areas o an e a r
County. Acquired Chaparral City Water of Arizona (10100). Has
roughly 575 employees. Officers & directors own 2.5% of common
stock (bloB Proxy). Chairman: Lloyd Ross. President & CEO: Floyd
Wicks. inc: CA Adar.: 630 East Foothill Boulevard, San Dimas, CA
91773. Tele.: 909394-3600, Internet; www.aswater.com

BUSINESS: American States Water Co. operates as a holding
company. Through its principal subsidiary, Golden Stale Water
Company, it supplies water lo more than 250,000 customers in 75
communities in 10 counties. Service areas include the greater
metropolitan areas of Los Angeles and Orange Counties. The com-

u l mvides electric utility services to nearly 23,250 custom-
Ia b l e  A m e r i c a n  t o  r e c o u p  l o s t  w a g e s  a n

p r o d u c t i o n  c o s t s  n o t  a n t i c i p a t e d  i n  g e n e r a l
r a t e  c a s e  d e c i s i o n s .  A d o p t e d  i n  l a t e  N o -
v e m b e r ,  W R A M  a n d  M C B A  s h o u l d  h e l p  t o
s t a b i l i z e  c o s t s  a n d  p r o d u c e  s m o o t h e r  e a r n -
i n g s  g r o w t h .  I n  a l l ,  w e  a r e  f o r e c a s t i n g  t h a t
t h e  c o m p a n y  w i l l  e a r n  $ 1 . 8 0  a  s h a r e ,  o n
$ 3 3 5  m i l l i o n  i n  r e v e n u e s  i n  2 0 0 9 .
A d d i t i o n a l  r e l i e f  w i l l  l i k e l y c o m e  n e x t
y e a r .  T h e  c o m p a n y  i s  a w a i t i n g  a  r u l i n g  o n
i t s  2 0 0 8  g e n e r a l  r a t e

e f f e c t  i n  J a n u a r y ,  2 0 1 0 .  T h e

A l t h o u g h

3 5 - y e a r

A p r i l 2 4 ,  2 0 0

c a s e  f o r  r e g i o n s  I I
a n d  I I I ,  r e q u e s t i n g  a n  i n c r e a s e  n o r t h  o f
$ 5 0  m i l l i o n .  I f  a p p r o v e d ,  t h e  n e w  r a t e s  a r e

t o  g o  i n t o
C P U C ' s  r e c e n t  r u l i n g s  l e a v e  u s  o p t i m i s t i c .
T h e  s t o c k  i s  r a n k e d  2  ( A b o v e  A v e r a g e )
f o r  T i m e l i n e s s W e  e x p e c t  A W R  t o
c o n t i n u e  o u t p a c i n g  t h e  b r o a d e r  m a r k e t
o v e r  t h e  c o m i n g  s i x  t o  1 2  m o n t h s .

.  b u t  i s  n o t  f o r  e v e r y o n e .
t h e  s t e a d y  s t r e a m  o f  i n c o m e  m a y  p i q u e  t h e
i n t e r e s t  o f  i n v e s t o r s  l o o k i n g  t o  s t e e r  c l e a r
o f  t h e  r e c e n t  m a r k e t  v o l a t i l i t y ,  w e  s u s p e c t
t h a t  t h e  f i n a n c i n g  t h a t  w i l l  b e  r e q u i r e d  t o
k e e p  u p  w i t h  a n t i c i p a t e d  b u r g e o n i n g  i n f r a -
s t r u c t u r e  c o s t s  w i l l  l i m i t t o
s h a r e h o l d e r  g a i n s ,
A n d r e I  C o s t a n z a

A m e r i c a n S t a t e s W a t e r ' s n o n -
r e g u l a t e d f r a n c h i s e h e l p e d i t c l o s e
o u t  Z 0 0 8  i n  i m p r e s s i v e f a s h i o n .  A 1 -
t h o u g h  t h e  w a t e r  u t i l i t y  p r o v i d e r ' s  c o r e
b u s i n e s s  w a s  h a m p e r e d  b y  c o n s e r v a t i o n
e f f o r t s  i n  t h e  G o l d e n  S t a t e  a n d  i n c r e a s e d
e x p e n s e s ,  c o n t i n u e d  p e n e t r a t i o n  o n t o  m i l l
t r y  b a s e s  ( w h i c h  a r e  n o t  a s  h e a v i l y  r e g u -
l a t e d )  e n a b l e d  i t  t o  p o s t  e a r n i n g s  o f  $ 0 . 4 3
a  s h a r e  i n  t h e  f o u r t h  q u a r t e r ,  2 3 %  b e t t e r
t h a n  t h e  y e a r  b e f o r e .  C o n s t r u c t i o n  a c t i v i t y
w a s  e s p e c i a l l y  s t r o n g ,  a s  p i p e l i n e s  a r e  s t i l l
b e i n g  i n s t a l l e d  a t  s o m e  r e c e n t l y  a d d e d
l o c a t i o n s .  T o t a l  r e v e n u e s  i m p r o v e d  1 4 % ,  t o

$ 8 4  m i l l i o n .
I t s t r a d i t i o n a l  b u s i n e s s  s t a n d s  t o i m -
p r o v e  t h i s y e a r .  H i s t o r i c a l l y  a  f o e ,  t h e
s t a t e  r e g u l a t o r y  b o d y ,  t h e  C a l i f o r n i a  P u b
l i e  U t i l i t i e s  C o m m i s s i o n  ( C P U C ) ,  a p p e a r s
t o  h a v e  c o m e  a r o u n d ,  a d o p t i n g  a  m o r e
b u s i n e s s - f r i e n d l y  a p p r o a c h  a n d  m e t h o d o l -
o g y  t h a t  p r o v i d e s  u t i l i t i e s  w i t h  t h e  m e a n s
t o  m i t i g a t e  t h e  r i s k s  o f  w e a t h e r  f l u c t u a -
t i o n s  a n d  t h e  e f f e c t s  o n  w a t e r  c o n s u m p -
t i o n .  S p e c i f i c a l l y ,  t h e  b o a r d  i m p l e m e n t e d
t h e  w a t e r  r e v e n u e  a d j u s t m e n t  m e c h a n i s m
( W R A M )  a n d  a  m o d i f i e d  c o s t  b a l a n c i n g  a c -
c o t i n E  ( M C B A )  p r i n c i p a l  t h a t  w i l l  e n -

Target Price Range

gains(iosses): '91, 73¢; '92 13¢, '04, 14¢, 'US
(A) Primary earnings Exciudes nonrecumng

Z5¢\ '06, 6¢; '08, (27¢). Next earnings report
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10.5%

2007 2008
17.76

3.12

1.50

1.16

19.80

3.72

1.90

1.17

368

18.50

4.82

19.44

20.67 20.72

25.1

1.39

3.0%

19.8

1.20

3.1%

367,1

31.2

410.3

39.8

39.9%

8.3%

37.7%

8.6%

42.9%

56.6%

41.6%

58.4%

674.9

1010.2
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5.9%

8.1%
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2006
16.20

2.11

1.34

1.15

42a

18.15

20.65

29.2

1.58

2.9%

334.7

25.6

37.4%

10.6%

43.5%

55.9%

670.1

941.5

52%

6.8%

6.8%
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14.1
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11.9

.75
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12.6
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4.6%

17.B
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17.8

1.01
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19.6

1.27
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21.1

1.39
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1.08

4.5%

22.'

1 .26

4.2%

20.1

1.06

3.9%

24.9

1.33

11%

2z10

4.10

215
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"Cash Flow" per sh

Eamings per sh A

Div'd Ded'd per sh s l

24.45

4.65

2.65
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Cap'I Spending per sh
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22.20
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21.o

1.40

24%

470
4s.o

Revenues ($Mill)
New Profit ($miII)

550

so.o

38.5%

1.5%

Income Tax Rate

AFUDC 'Iv toNewPmflt

39.0%

6.5%

47.5%

52.5%

Long-Term Debt Ratio

Common EquityRatio

45.0%

55.0%

ass

1235

Total Capital ($mllI]

new Plant (swim
950

1425

7.o%

10.5%

10.5%

Recur on Tool Cap'l

Recur on Shh Equity

Recur on Corn Equity

10%

12.0%

12.0%

206.4

19.9

244.8

20.0

246.8

14.4

263.2

19.1

277.1

19.4

315.5

26.0

320.7

27.2

37.9°/l 42.3% 39.4% 39.7% 39.9%

10.3%

39.6%

3.2%

42.4%

3.3%

46.9%

52.0%

48.9%

50.2%

50.3%

48.8%

55.3%

44.0%

50.2%

49.1%

48.6%

50.8%

48.3%

51.1%

333.8

515.4

38B.5

582.0

402.1

524.3

453.1

597.0

498.4

759.5

565.9

800.3

56B.1

862.7

7.8%

11.2%

11.4%

EJ8'/»
10.0%

111.1%

5.3%

Ì.2°/»
7.2%

5.9%

94%

9.5%

5.6%

7.8%

7.9%

6.1%

8.9%

9.0%

6.3%

9.3%

9.3%

CAPITAL STRUCTURE IS of 12131108
Total Deb! $330.3 mill. Due in 5 Yrs $70.9 mill.
LT Deb! $287.5 mill. LT Interest $20.6 mill.

(LT interest earned: 4.4x, total inf. coy.: 4.1x)

Pension Assets-12/08 $66.9 mill.
Oblig. $192.9 mill.

Pad Slock None

Common Slack 20,723,952 she.
as of 2123109

MARKET CAP' $750 million (Small Cap)

2001 17131101zoos

13.9
ss.9
79.8

41 .B
42.8
35.8

123.2

398%

60.3
49.3

109.6

33.1
1.8

35.3
70.2

290%

6.7
53.3
60.0

35.7
2.7

30.3
69.7

333%

CURRENT POSITION
(tILL.)

Cas Assets
Other
Current Assets

Accts Payable
Debt Due
Other
Current Liab.

Fix. Chg. Cav.

Past
10 Yrs.

2.0%
2.0%

1.0/»
4.0%

Est'd 'os-'0B
to '12-'14

5.5%
6.5%
9.0%
2.5%
3.0%

Past
5 Yrs.

1 .5%
5.5%
7.0%
0.5 A
6.5 /»

ANNUAL RATES
d change (Pu sh]
Revenues
"Cash Flow"
Eamnngs
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES (S mil.)

Mar.31 Jun.30 Sep.3l1 Dec.31
Full
Year

2005

2007

2008

2009

2010

80.8

85.9

100.1

110

115

55.2
71.6

12.9

s0.0

s5.0

81.1

95.8

105.6

115

120

107.8

113.8
131.1

140

150

334.7

367.1
410.3

44s

47o

Cal-
endar

EARNINGS PER SHARE A
M a r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1

Full
Year

goos

2007

200s

2009

2010

.04

.07

.01

.as

.10

.58

.67

1.06

1.05

1.10

.31

.37

.48

.53

.as

.31

.39

.as

.39

.40

1.34

1.50

1.90
2.05

2.15

Cal-
endar

QUARTERLY DNIDENDS PAID Bl

Mar.31 Jun.30 SeD.30 Dec.31

Full
Year

2005

2006

2007

2008

2009

.285

.2875

.290

.293

.285

.2875

.290

.293

.285

.2875

.290

.293

.285

.2875

.290

.293

.295

1.14

1.15

1.16

1.17

3.5%

70%

1.8%

82%

NMF

119%

1.0%

90%

.7'/5

91 Hz

2.1%

77%

2.1%

7a%

1.0%

86%

1.8%

77%

3.8%

el%

4.5%

50%

4.5%

55%

Retained to Com Et

All Div'ds to NetProf

6.0%

50%

breakdown, 'OB; residential, ask.; business, LB%, public ainhaities,

5%' industrial, 5%. other, 3%. '08 reported depredation tale: 2.4'/».
Has roughly 929 employee. Chairman: Robert w. Foy. President &

CEO: Peter c. Nelson (4/09 Pixy). Inc.: Delaware. Address: 1720

North First Street, San Jose, California 95112-459B. Telephone:

408-367-8200. tntemet www.calwatergroup.oom.

BUSINESS: Calitomia Water Service Group provides regulated and

nonregulated water service to roughly 463,600 mslomers in 83

communities in Calitumia, Washington, New Mexico, and Hawaii.

Main service areas: San Francisco Bay area, Sacramento valet,

Salinas Valley, San Joaquin Valley & parts d Los Angeles. Ac-

quired Rio Grande Corp, West Hawaii Utilities (9108). Revenue

W a l l  S t r e e t  w a s  n o t a p p w i t h
|  0 v r

Above Average) for Timeli-
t  e

s h a r e ,  o n  $ 4 4 5  m i l l i o n  i n  r e v e n u e s ,  w i t h
t h e  n e w  p r o c e d u r e s  i n  p l a c e .

t h e
l a t e s t  e a r n i n g s  m i s s  . h a s  s u n k
n e a r l y  1 0 %  s i n c e  o u r  J a n u a r y  r e p o r t .

but the stock remains favorably
ranked (Z:
n e s s .  T h e  a d o p t i o n  o f W R A M  a n d
M C B A  p r i n c i p l e s  a r e  e x p e c t e d  t o  p r o v i d e
s m o o t h e r , m o r e p r e d i c t a b l e e a r n i n g s
g r o w t h  g o i n g  f o r w a r d ,  w l l i c h  o u g h t  t o  a p -
p e a l  t o  i n v e s t o r s  s e e k i n g  s h e l t e r  f r o m  t h e
t u r b u l e n t  m a r k e t  e n v i r o n m e n t .  L i k e w i s e ,
C W T ' s  s t e a d y  d i v i d e n d  i s  a  b o o n .
N e v e r t h e l e s s ,  t h e  i s s u e  h o l d s  l i m i t e d
3 -  t o  5 - y e a r  a p p r e c i a t i o n  p o t e n t i a l .
W a t e r  d i s t r i b u t i o n  i s  a  c a p i t a l  i n t e n s e
b u s i n e s s ,  w i t h  a g i n g  i n f r a s t r u c t u r e s  a n d
g r o w i n g  E P A  r e q u i r e m e n t s  f a c i l i t a t i n g
h e a v y  i n v e s t m e n t s  t h a t  t h e  c o m p a n y  i s
c u r r e n t l y  i l l  e q u i p p e d  t o  m e e t .  E q u i t y  a n d
d e b t  i s s u a n c e s  w i l l  l i k e l y  r e m a i n  c o m -
m o n p l a c e ,  s u c h  a s  t h e  $ 1 0 0  m i l l i o n  b o n d
o f f e r i n g  t h a t  m a n a g e m e n t  i n t e n d s  t o  u n
v e i l .  I n d e e d ,  t h e  i n c r e a s e d  f i n a n c i n g  c o s t s
a r e  l i k e l y  r o  k e e p  b o t t o m - l i n e  g r o w t h  u n
D e r  w r a p s  f o r  t h e  f o r e s e e a b l e  f u t u r e .
A n d r e  J .  C o s t a n z a A p r i l  2 4 , 200.9

C a l i f o r n i a  W a t e r  S e r v i c e  G r o u p  r a n
i n t o  s o m e  u n f o r e s e e n  p r o b l e m s  i n  t h e
f i n a l  q u a r t e r  o f  2 0 0 8 .  A l t h o u g h  r e c e n t
r e g u l a t o r y  r u l i n g s  h e l p e d  t h e  w a t e r  u t i l i t y
p r o v i d e r  p o s t  a  h a n d s o m e  1 6 % t o p - l i n e  a d -
v a n c e ,  p r o d u c t i o n  a n d  m a i n t e n a n c e  c o s t s
b a l l o o n e d .  A s  a  r e s u l t ,  e a r n i n g s  d i s -
a p p o i n t e d ,  c o m i n g  i n  2 0 %  b e l o w  o u r  e s -
t i m a t e  a n d  1 0 % o f f  l a s t  y e a r ' s  m a r k .
W e l o o k f o r e a r n i n g s g r o w t h t o
r e s u m e  t h i s  y e a r ,  h o w e v e r ,  t o  t h e  t u n e
o f  r o u g h l y  8 % .  T h e  r e g u l a t o r y  e n v i r o n -
m e n t a s e v o l v e d g r e a t l y i n r e c e n t
m o n t h s ,  w i t h  t h e  C a l i f o r n i a  P u b l i c  U t i l i -
t i e s  C o m m i s s i o n  ( C P U C )  i m p l e m e n t i n g  a
r a t e  i n c r e a s e  o n  t h e  c o m p a n y ' s  2 0 0 7  g e n -
e r a l  r a t e  c a s e ,  w h i c h  s h o u l d  a d d  $ 4 7  m i l -
l i o n  t o  t h e  l e d g e r  a n n u a l l y .  M e a n w h i l e ,
t h e  b o a r d  a l s o  i n s t i t u t e d  a  w a t e r  r e v e n u e
a d j u s t m e n t  m e c h a n i s m  ( W R A M )  a s  w e l l  a s
a  m o d i f i e d  c o s t - b a l a n c i n g  a c c o u n t i n g  p r i n -
c i p l e  ( M C B A ) .  W R A M  b a s i c a l l y  d e c o u p l e s
s a l e s  f r o m  r e v e n u e s ,  e n a b l e s  u t i l i t i e s  t o
r e c o v e r  w a g e s  b e l o w  r a t e s  a d o p t e d  i n  g e n -
e r a l  r a t e  a s s u m p t i o n s .  w h i l e  t h e  M C B A
c o m p o n e n t  a l l o w s  f o r  t h e  r e c o v e r y  o f  p r o d -
u c t i o n  c o s t s ,  s u c h  a s  p u r c h a s e d  w a t e r .  W e
l o o k  f o r  t h e  c o m p a n y  t o  e a r n  $ 2 . 0 5  a

B+ +

80
70
75

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Eamings Predictability

and Nov.
(B) Dividends hisloricalgpaid in mid Feb.,
May. Aug_, l ivld reinvestment plan

available.

31.4
21,5

Target Price Range
2012 2014

B0

B()
50
40

30
25
20

15

10
- 7 . 5

I

umm
-~2-14

(A) Basic EPS. End.  nonrecurr ing gain ( loss):
'00,  (7¢),  '01,  4¢,  '02,  8¢.  Next  earnings repos
due ear ly May,

c)  Incl.  def ined charges.  In '08t  539 milL,
.19lsh.

(D) in mil l ions, adjusted for spl i t .
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THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, nun»commerdaL internal use No part
of it may he reproduced, resold, sored or lrarrsmiNed in any printed, electronic or other harm, nr used tor generating nr marketing any primed or elemrnnic publication, service or pfodurzt.
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3 .5 %

5 3 .5 %

4 6 .5 %

2 3 8 5

3 1 5 0

5 .5 %
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10.0%

2007 2008
4 . 5 2

1 . 3 7

.71

. 4 8

4 . 6 3

1 . 4 2

. 7 3

.51

1 . 7 9

7 . 3 2

1 . 9 8

7 . 8 2

1 3 3 . 4 0 1 3 5 , 3 7

3 2 . 0

1 . 7 0

2 .1 %

2 4 . 9

1 .5 1

2 .8 %

5 0 2 . 5

9 5 . 0

6 2 7 . 0

9 7 . 9

3 8 .9 %

2 9 %

3 9 .7 %

3 . 1 %

5 5 .4 %

4 4 .6 %

5 4 .1 %

4 5 .9 %
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2 7 9 2 , B
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9 .7 %
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2006
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1 . 2 6
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.44

2 . 0 5
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1 3 2 .3 3

3 4 . 7

1 .8 7

1 .8%

5 3 3 . 5
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39.6%

51 .6%
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. 2 9
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.24
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.47

. 2 8
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5 1
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. 3 5

3 . 4 8
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2 . 2 9

. 4 6
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. 5 2

2 . 4 6

.48

2.59
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2 .B4
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3.21

. 9 0

3 . 4 2
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4 1 5

1 2 0
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others, Water supply revenues '08: residential, 60%, commercial,
14%' industrial & other, 26% Oftioers and directors own 1.3% of
the common stock (4109 Proxy), Chairman & Chief Executive Of-
ficer. Nicholas DeBenedictis. incorporated: Pennsylvania. Address:
762 West Lancaster Avenue, Bryn Mawr, Pennsylvania 19010. Tel-
ephone: 510-525-1400. Internet: wvvw.aquaamerir:a.com.

BUSINESS: Aqua America, inc. is the holding company for water
and wastewater utilities that serve approximately 2.8 million resi-
dents in Pennsylvania, Ohio, North Carolina, Illinois, Texas, New
Jersey, Florida, Indiana, and five other states. Divested three of
four non-water businesses in '91, telemarketing group in '93, and
others. A aired AquaSource, 7/03, Consumers Water, 4199; and

o r d e r  t o  o b t a i n  r a t e  r e l i e f  j u d g m e n t s .  T h i s
s h o u l d  b e n e f i t  t h e  c o m p a n y ' s  c o s t  s t r u c -
t u r e  a n d  b r o a d e n  i t s  c u s t o m e r  b a s e .  E x -
p e n s e s  s h o u l d  a l s o  m o d e r a t e  a s  c o s t s  f o r
f u e l  a n d  c h e m i c a l s  h a v e  l e v e l e d  r e c e n t l y .
W e a r e  i n s t i t u t i n g  t o p -  a n d  b o t t o m -
l i n e  e s t i m a t e s  o f  $ 7 2 5  m i l l i o n  a n d
$ 0 . 9 0  f o r  2 0 1 0 . W i t h  t h e  m a j o r i t y  o f  i t s
r a t e  c a s e s  u n c o n t e s t e d ,  t h e  a v e r a g e  n i n e -
m o n t h  t u r n a r o u n d  f o r  r a t e  r e l i e f  d e c i s i o n s
s h o u l d  b e g i n  t o  a d d  t o  s a l e s  a n d  e a r n i n g s
i n  e a r l y  2 0 1 0 .  T h e s e  p r i c e  i n c r e a s e s  s h o u l d
o f f s e t  t h e  h i g h e r  c a p i t a l  e x p e n d i t u r e s  t h a t
a r e  l i k e l y  t o  o c c u r ,  a s  A q u a  c o n t i n u e s  t o
p u r c h a s e  p l a n t s  t h a t  i t  b e l i e v e s  w i l l  b e
p r o f i t a b l e  a f t e r  t h e  c o m p a n y ' s  i n f r a s t r u c -
t u r e  i m p r o v e m e n t s  h a v e  b e e n  m a d e .
T h e s e  s h a r e s  a r e  r a n k e d  A b o v e A v e r -
a g e  ( Z )  f o r  T i m e l i n e s s , b u t  m o s t  o f  t h e
g a i n s  w e  p r o j e c t  o v e r  t h e  c o m i n g  3 -  t o  5 -
y e a r  s t r e t c h  a r e  a l r e a d y  d i s c o u n t e d  i n  t h e
c u r r e n t  q u o t a t i o n .  H o w e v e r ,  t h i s  s t o c k  h a s
a  s t e a d y ,  t h o u g h  u n e x c i t i n g ,  d i v i d e n d
y i e l d ,  a n d  w h i l e  i t  h o l d s  a n  A v e r a g e  ( 3 )
r a n k  f o r  S a f e t y ,  i t ' s  h i g h  s c o r e s  f o r  E a r n -
i n g s  P r e d i c t a b i l i t y  a n d  P r i c e  S t a b i l i t y
s h o u l d  a p p e a l  t o  c o n s e r v a t i v e  i n v e s t o r s .
J o h n  D .  B u r k e A p r i l  2 4 , 2 0 0 9

A q u a  A m e r i c a  c o m p l e t e d  2 0 0 8  o n  a
s o l i d  n o t e . O n  a  y e a r  o v e r  y e a r  c o m p a r a -
t i v e  b a s i s ,  r e v e n u e s  i n c r e a s e d  4 %  a n d
e a r n i n g s  a d v a n c e d  3 % .  T h e s e  g a i n s  w e r e
m o s t l y  d u e  t o  c u s t o m e r s  o b t a i n e d  t h r o u g h
a c q u i s i t i o n s , a n d s u c c e s s f u l c o u r t
m a n d a t e d  r a t e - i n c r e a s e  a d j u s t m e n t s .  O f f
s e t t i n g  s o m e  o f  t h e s e  g a i n s  w e r e  r i s i n g
c o s t s  f o r  c h e m i c a l s  a n d  f u e l  d u r i n g  t h e
y e a r ,  a n d  i n c r e a s e d  o u t l a y s  f o r  p i p e  r e p a i r ,
m o s t  o f  w h i c h  o c c u r r e d  d u r i n g  t h e  f o u r t h
q u a r t e r . S t i l l , b y d i v e s t i n g u n d e r -
p e r f o r m i n g  a s s e t s  i n  V i r g i n i a  a n d  T e x a s ,
m a n a g e m e n t  w a s  a b l e  t o  m i t i g a t e  t h e  i m -
p a c t  o  t h e  c o s t  i n c r e a s e s .
T h e  c o m p a n y  s h o u l d  b e  a b l e  t o  b u i l d
o n  t h i s  m o m e n t u m  i n  2 0 0 9 . I n d e e d ,
s e v e r a l  r a t e - r e l i e f  c a s e s  s h o u l d  b e  d e c i d e d
o v e r  t h e  c o m i n g  m o n t h s ,  a n d  s h o u l d  a d d
$ 1 5  m i l l i o n - $ 2 0  m i l l i o n  t o  t h e  t o p  l i n e
t o w a r d  t h e  l a t t e r  h a l f  o f  t h e  y e a r  i f  d e -
c i d e d  i n  A q u a  A m e r i c a ' s  f a v o r .  A d d i t i o n a l
r a t e  i n c r e a s e  p e t i t i o n s  f o r  u p w a r d s  o f  $ 7 0
m i l l i o n  w i l l  a l s o  b e  f i l e d  d u r i n g  t h e  y e a r .
T o o ,  t h e r e  w i l l  l i k e l y  b e  f u r t h e r  a c q u i s i -
t i o n s ,  a s  t h e  c o m p a n y  g r o w t h  s t r a t e g y  i n -
c l u d e s  p u r c h a s i n g  a v a i l a b l e  u t i l i t i e s  a n d
m a k i n g  i n f r a s t r u c t u r e  i m p r o v e m e n t s  i n

Company's Financial Strength
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Earnings Predictability
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utilities that embrace energy conservation measures
may benefit from a more favorable regulatory environ
went

The Natural Gas Utility Industry has performed
well in recent months. This is impressive given the
weak economy and a tough regulatory environ
went. Despite these challenges, companies in this
sector continue to deliver solid results and repre-
sent a relatively safe option amid the turmoil in
the world's financial markets. As a result, this
group has risen near the top of our industry
spectrum

Nonregulated Ventures

Economic Environment

A strategy that is becoming increasingly common is
nonregulated ventures. These opportunities allow corn
parties to diversify their operations and gainincome that
is not subject to the state regulatory commissions. These
businesses currently make up only a small portion of
this sector's profits but will likely become a more imper
tent opportunity in the years ahead

Weather

The global economy continues to struggle. Tight credit
and a slumping real estate market are among the main
factors contributing to the recessionary environment.
Furthermore, these conditions continue to weigh on
results in this sector. Indeed, usage continues to decline
as customers have become more cost conscious. More
over, bill collection has become increasingly difficult as
unemployment and foreclosures continue to rise. Despite
the aforementioned conditions, investors should note
that this group is an interesting defensive play. While
these factors will likely continue to impact the utilities,
this industry shouldperformwell compared to the rest of
the market in the months ahead.Natural Gas Utilities
generally have solid balance sheets and predictable cash
flows, which is appealing given the weakness in the
economy

The peak heating season is just about coming to an
end. This period is when these utilities have their best
opportunity to post strong results on the bottom line
Looking ahead, these companies will likely turn their
attention to strengthening their operations and better
managing their costs as we move toward the summer
months

Regulation

Weather abnormalities can hurt results. Many of
these businesses have weather-adjusted rate mesa
nisrns that are used to hedge the risk of unseasonable
weather. Thus, investors should keep an eye out for
utilities that rely on this strategy since they usually
have a relatively steady performance

Conclusion

This group is regulated by state commissions that
dictate the return on equity these utilities can achieve
Consequently, the regulatory environment has a heavy
bearing on each individual company's results. If a utility
does not have ample relief, its budget can become
strained. As a result, a company's infrastructure can age
and profitability can decline. On the other hand, a
favorable ruling can position a utility to register steady
gains and allow it to build its infrastructure. Therefore,
rate cases remain the main theme in this sector. On
point, numerous companies currently have rate cases
pending. Southwest Gas, Nieor, AGL Resources are all
awaiting decisions, which should drive their perfor-
mance going forward. Moreover, energy efficiency will
likely become an increasingly important factor in these
decisions given the new administration in the White
House. As the United States moves in this direction

The Natural Gas Utility sector has climbed near the
top of our industry spectrum in recent months. Indeed, it
features numerous timely stocks. In fact, UG] holds our
highest rank (1) for Timeliness. However, various other
companies are ranked to outperform the market over the
coming six to 12 months. What's more, the majority of
the equities in this industry offer above-average yields
Most notably, Nicol AGL Resources and Athos Energy
all offer attractive layouts supported by steady cash
flows. Therefore, investors looking for a good play in the
year ahead should consider some of the names in this
group

Richard Gallagher
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AGL RESOURCES NYSE-AGL
RECENT
PRICE 25.92 P E

RATIO

2 Trailing: 8.2

9 . Median: 14.0 $4940.89
ADIVD

YLD 6.7% LUE
ONE

24.5
19.0

: up.
J o  .

25.0
17.3

29.3
21.9

33.7
26.5

39.3
32.0

40.1
34.4

44.7
35.2

39.1
24.0

34.9
25.8

High:
Low:

23.4
17.7

23.4
15.6TIMELINESS z Raised 2I13I09

SAFErY 2 New7R'lIQD

TECHNICAL 2 Raised 3I6ID9
BETA .75 (1.0D=Malket)

Ann'l Total
Return
24%
16%

H'gh
Law

Price
55
40

2012-14 PROJECTIONS

Gain
(4,110%

(+55%

Insider Decisions
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INDEX
-44 .9
-44.1
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1
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Percent
shares
traded
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2008 2009 2010 © VALUE LINE PUB., INC .i2-14

36,41

458

2.71

1.5B

35.90

4.70

2.70

1.72

36.40

4.85

2.s5

1.76

Revenues per sh A

"Cash Flow" per sh

Eamings per sh A a

Div'ds DecI'd per sh Cl

39.40

5.30

3.20

1.ss

4.B4

21.48

4.35

21.55

4.30

21.85

Cap'lSpending persh

Book Valueper sh D

5.00

21.75

75,90 78.00 79.00 Common She 0utst'g s 85.00

12,3

.75

5.0%

Bold Hg
Value
ufln

:res are

Ume

arcs

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

15.0

1,00

3.9%

2800.0

207.6

2800

2ND

2875

225

Revenues ($mill) A

Net Profit ($mill)

3350

270

38.9%

7,4%

38.0%

7.5%

38.0%

7.8%

Income Tax Rate

Net Profit Margin

38.0%

8.1%

50.3%

49.7%

50.0%

50.0%

46.5%

53.5%

Long-Term Debt Ratio

Common Equity Ratio

45.0%

55.0%

3327.0

3815.0

3355

3950

3225

4100

Total Capital ($mill)

Net Plant ($mill)

3350

4400

7.5%

12.5%

12.5%

7.5%

12.5%

12.5%

8.0%

13.0%

13.0%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

9.0%

14.5%

14.5%

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

22.73

2.25

1.08

1.04

23.59

2,24

1.17

1,04

19.32

2.33

1.33

1.04

21,91

2.49

1.37

1,05

22,75

2.42

1.37

1.08

23.35

2.65

1.41

1.08

18.71

2.29

.91

1.0a

11.25

2.86

1,29

1.08

19.04

3.31

1.50

108

15.32

3.39

1.82

1.08

15,25

3.47

2.08

1.11

23.89

3.29

228

1.15

34.98

4.20

2.48

1.a0

33,73

4.50

2.72

1.48

2.49

9.90

2.37

10.19

2.17

10.12

2,37

1056

2.59

10.99

2.05

11.42

2.51

11.59

2.92

11.50

2.83

12.19

3.30

12.52

2.46

1466

3.44

18.06

3.44

19.29

3.25

20.71

49.72 50.85 55.02 55,70 56.50 57.30 57.10 54.00 55.10 56.70 64.50 76.70 77.70 77.70

17.9

1.06

5.4%

15.1

.99

5.9%

12.5

.BE

6.2%

138

BS

5.8%

14.7

.85

5.4%

13.9

.72

5.5%

21.4

1.22

5.5%

13.6

.88

6.2%

14.6

.75

4.9%

12.5

.SB

4.7%

12.5

.71

4.3%

13.1

,89

3.9%

14.3

.76

3.7%

13.5

J o

4.0%

2007
32.64

4.55

2.72

1.64

3.39

21.74

75.40

14.7

.78

4.1%

2494.0

211.0

37.8%

8.5%

50.2%

49.8%

3335.0

3566.0

7.7%

12.7%

12.7%

1068.5

52.1

607,4

71.1

1049.3

82,3

858.9

103.0

983.7

132.4

1B32.0

153.0

2718.0

193.0

2621.0

212.0

33.1%

4.9%

34,3%

11.7%

407%

7.8%

36.0%

113%

353%

13.5%

37,0%

8.4%

37.7%

7.1 %

37.8%

8,1%

453%

49.2%

45.9%

48.3%

61.3%

38.7%

5B.3%

41.7%

50.3%

49.7%

54.0%

46.0%

51.9%

481%

50.2%

49.8%

1345.8

1598.9

1285.2

1637.5

1738.3

20583

1704.3

2194.2

19014

2352.4

3003.0

3178.0

3114,0

3271.0

3231.0

3436.0

5.7%

7.1%

7.9%

7.4%

102%

11.5%

6.5%

12.3%

123%

8.1%

14.5%

14.5%

8.9%

14.0%

14.0%

6.3%

11.0%

11.0%

7.9%

12.9%

12.9%

8.0%

13.2 A

13.2%

CAPITAL STRUCTURE as of 12/31/08
Total Debt $2541.0 mill. Due in 5 Yrs $1410 mill.
LT Debt $1s75.0 mill. LT Inheres! $80.0 mill.

(Total interest coverage: 4.01)

Leases, Uncapitalized Annual rentals $30.0 mill.
Pension Assets~12IOB $242.0 mill,

Oblig. $442.0 mill.

Pfd Stock None

Common Stock76,902,777 she.

as of 1130109
MARKET CAP: $2.0 billion (Mid Cap)

2007 121311002008

16.0
2025.0
2042.0

202.0
866.0
915.0

1983.0

416%

21 .0
1790.0

1811 .0

172.0
580.0
893.0

1645.0

391%

20.0
1802.0
1822.0

213.0
539.0
875.0

1627.0

397%

CURRENT POSITION
1SMILL)

Cash Assets
Other
Current Assets

Accts Payable
Debt Due
Other
Current Liab.

Fix. Chg. Cov.

Es!'d '06-'08
Io '12-'14

2. 5%
2.5%
3. 0%
2.5%
.5%

Past
5 Yrs.
17.5%
7.0%

11.5%
6.5%

11.5%

ANNUAL RATES
of Mango (per sh)
Revenues
"Cash Flow"
Earnings
DiWdends
Book Value

Past
1l1Yrs.

4.5%
6.5%
7.0%
3.5%
7.0%

Cal-
endar

QUARTERLY REVENUES (S milL)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

zoos

2007

2008
2009

2010

1044

973

1012

1030

1045

707

685

805

775

805

434

359

539

505

520

43B

487

444
490

505

2621

2494

2800

2800

2875

Cal-
endar

EARNINGS PER SHARE B

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

200s

2007

200B
2009

2010

.45

.17

.28

.30

.35

1.41

1.29

1.16

1.20
1.25

.so

.86

.97

.85

.90

.25

.40

.30

.35

.35

2.72

2.72

2.71

2.70

2.85

Cal-
endar

QUARTERLY DMDEND5 PAID Cl

Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2005

2006
2007

2008

2009

.37

.37

.41

.42

.31

.37

.41

.42

.31

.37

.41

.42

.31

.37

,41

.42

.43

1.30

1.4B

1.64

1.68

NMF

101%

3.2%

72%

4.2%

65%

7,0%

52%

5.6%

53%

5.6%

49%

6.2%

52%

6.3%

52%

5.3%

58%

5.0%

so%

4.5%

64%

5.0%

62%

Retained to Com Eq

All Div'ds to Net Prof

6.0%

59%

propane. Deregulated subsidiaries: Georgia Natural Gas markets

natural gas at retail. Sold Utilipro, 3/01. Acquired Compass Energy

Services, 10107. Officersldirectors own less than 1.0% of common

(3108 Proxy). Pres. & CEO: John W. Somerhalder ll. Inc.: GA

Adar.: Ten Peachtree Place N.E., Atlanta, GA 30309_ Telephone:

404 584-4000. Internet; www,aglresources.com.

BUSINESS: AGL Resources, Inc, is a public utility holding compa-

ny- Its distribution subsidiaries include Atlanta Gas Light, Chat-

tanooga Gas, and Virginia Natural Gas. The utilities have more than

2.2 million customers in Georgia, Virginia, Tennessee, New Jersey,
Florida, and Maryland. Engaged in nonregulated natural gas

marketing and other allied services. Also wholesales and retails

S h a r e s  o f  A G L  R e s o u r c e s  h a v e  h e l d
u p  b e t t e r  t h a n  t h e  b r o a d e r  m a r k e t
o v e r t h e  p a s t  s i x  m o n t h s . T h a t ' s  o w i n g
t o  t h e  s t e a d i n e s s  o f  i t s  u n d e r l y i n g  o p e r a -
t i o n s .  S h a r e  n e t  r o u g h l y  e q u a l e d  t h e  t a l l y
r e a c h e d  i n  t h e  p r i o r  t w o  y e a r s .  I n  2 0 0 8 ,
h e a l t h y  p e r f o r m a n c e s  a t  t h e  W h o l e s a l e
S e r v i c e s  a n d  E n e r g y  I n v e s t m e n t s  u n i t s
w e r e  r o u g h l y  o f f s e t  b y  l o w e r  o p e r a t i n g
e a r n i n g s  a t  t h e  D i s t r i b u t i o n  a n d  R e t a i l
E n e r g y  b u s i n e s s e s .  ( N o t e :  A G L  i s  t h e
s t o c k ' s  n e w  t i c k e r  s y m b o l ) .
T h e e c o n o m i c  e n v i r o n m e n t  s h o u l d
r e m a i n  c h a l l e n g i n g  i n  t h e  c u r r e n t
y e a r .  S l o w e r  c u s t o m e r  g r o w t h  o u g h t  t o
h i n d e r  r e s u l t s  a t  t h e  c o m p a n y ' s  u t i l i t y  o p -
e r a t i o n s .  M o r e o v e r ,  w e  e x p e c t  h i g h e r  d e -
v e l o p m e n t  a n d  m a i n t e n a n c e  c o s t s  a n d  a
r e t u r n  t o  a  m o r e  n o r m a l  e a r n i n g s  l e v e l  a t
t h e  W h o l e s a l e  S e r v i c e s  b u s i n e s s ,  O v e r a l l ,
A G L  a n t i c i p a t e s  s h a r e  n e t  o f  $ 2 . 6 5 - $ 2 . 7 5
f o r  2 0 0 9 ,  a s s u m i n g  n o r m a l  w e a t h e r  p a t -
t e r n s .  O u r  e s t i m a t e  l i e s  a t  t h e  m i d p o i n t  o f
t h i s  r a n g e .  B o t t o m » l i n e  g r o w t h  m a y  w e l l
r e s u m e  i n  2 0 1 0 ,  a s s u m i n g  s u c c e s s  a t  o b -
t a i n i n g  r a t e  r e l i e f  ( d i s c u s s e d  b e l o w ) .
T h e  c o m p a n y i s  s e e k i n g  h i g h e r  r a t e s .
I t  w i l l  h a v e  f o u r  r a t e  c a s e s  i n  t h e  n e x t  t w o

y e a r s ,  b e g i n n i n g  w i t h  a  f i l i n g  i n  N e w  . T e r -
s e y .  A G L ' s  f o c u s  o n  p r o c u r i n g  r a t e  r e l i e f  i s
e n c o u r a g i n g ,  a s  t h e  c o m p a n y  d e p e n d s
u p o n  s u c h  a p p r o v e d  r e v e n u e  i n c r e a s e s  t o
c o p e  w i t h  h i g h e r  c o s t s  a n d  c o m p e n s a t e  i t
f o r  i n v e s t m e n t s  m a d e  i n  i t s  u t i l i t y  o p e r a -
t i o n s .  S t i l l ,  w h a t  p r e s s u r e s  t h e  r a t e  b o a r d s
m a y  f a c e  r e m a i n  u n c l e a r .
T h e  b o a r d  o f  d i r e c t o r s  h a s  r e c e n t l y
a p p r o v e d  a  m o d e s t  d i v i d e n d  i n c r e a s e .
S t a r t i n g  w i t h  t h e  M a r c h  p a y o u t ,  t h e
q u a r t e r l y  d i v i d e n d  w i l l  n o w  b e  $ 0 . 4 3 .  A
m o d e s t i n c r e a s e m a k e s s e n s e , g i v e n
s t a l l e d  e a r n i n g s  g r o w t h  a n d  a  l o w e r  c a s h
b a l a n c e  i n  r e c e n t  t i m e s .  S l o w ,  b u t  s t e a d y ,
d i v i d e n d  g r o w t h  w i l l  l i k e l y  c o n t i n u e  a t
A G L  i n  t h e  c o m i n g  y e a r s .
T h i s  i s s u e  h a s  g o o d  a p p e a l  a t p r e s e n t .
T h e  s h a r e s  h a v e  i m p r o v e d  a  n o t c h  i n
T i m e l i n e s s  s i n c e  o u r  D e c e m b e r  r e v i e w ,
a n d  a r e  n o w  r a n k e d  2  ( A b o v e  A v e r a g e ) .
M o r e o v e r ,  A G L  e a r n s  h i g h  m a r k s  f o r
S a f e t y ,  P r i c e  S t a b i l i t y ,  a n d  E a r n i n g s  P r e -
d i c t a b i l i t y .  I n  a d d i t i o n ,  t h e  s t o c k ' s  h e a l t h y
d i v i d e n d  y i e l d  s h o u l d  a p p e a l  t o  i n c o m e  i n -
v e s t o r s .  O v e r a l l ,  t h i s  e q u i t y  o f f e r s  a t t r a c -
t i v e  t o t a l  r e t u r n  p o t e n t i a l  f o r  a  u t i l i t y .
M i c h a e l  N a p o l i ,  C P A M a r c h  1 3 ,  2 0 0 9

23.2
15.5

Target Price Range
2012 2014

64

48
40
32

24
20
16

Hz

8

6

IIIII

(A) Fiscal year ends December :31st Ended
Company's Financial Strength
stock's Price stability
Price Growth Persistence
Earnings Predictability

B++

100
$0.13, '01, $0.13, '03, ($0.07); '08, $0.13. Next eludes intangibles. In 2008: $418 million,

September 30th prior to 2002. eamirsgs report due late April. (C) Dividends $5.44lshare,
(B) Diluted earnings per share. Excl. nonrecur~ historically paid early March, June, Sept., and (E) in millions, adjusted for stock split.
ring gains (losses): '95, (S0.B3), '99, $0.39, '00, Dec. l Div'd reinvest, plan available. (D) ln-
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ATMOS ENERGY CORP. NYSE-AT0 20.24RECENT
PRICE

PIE
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PIE RATIO
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VALUE
LINE~

25.B
19.5
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24.5
17.6

25.5
20.8

27.6
23.4

30.0
25.0

33.1
25.5

33.5
23.9

29.3
19,7

25.2
20.2

High :
Low:

32.3
24.8

33.0
19,6TIMELINESS 2 Raised 1Z12lOB

SAFETV 2 Raised 12tl6J05

TECHNICAL 2 Rai§ed 3I13l09
BETA .60 (1.00=Marke\)

H'gh
Law

Ann'l Total
Return
23%
15%

2012-14 PROJECTIONS

Price Gain
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Insider Decisions

to Be
Options
10 So]

A M J J A S O N D
0 0 0 0 0 0 0 1 0
0  o 0 0 0 o o 0 0
0 0 3 0 1 1 0 1 1

JQZDUB
103
119

56301

Institutional Decisions

1QZD08 20200S
lb Buy 112 119
\0 Sui 103 BE
Hld'i(D0\i} 5B504 5831 B

II \llll .4

201
LEGENDS

1.q0 x Dividends 9 sh
dvlde.d k nteres Rate

. '. Rdauve ice Strength
Ogtxons Yes

haded area:prim/recession
Lazesrrecesskm began12/07

r I

/ ....."I
isI I

| 1
u

II ll
I' . ll |'\ ml' I

|  I
ll I

--
II1--_....

III
-

.

">§.<. 4:
§"*'.§';,

»4
|

1

1 yr.
a yr.
5 yr.

fn.TOT. RETURN 2109
THIS VLARITH.

STOCK INDEX
11.6 -44.9
4.9 -44.1
4.5 ~29.4

. »
" *

Fs~;'@
~§s§<~>9 | I|

12
8
4

Percent
shares
traded 1

8 .8 %

8.8%

1999 2000 2001 2002 2003 2005
22.09

2.62

.81

1.10

26.61

3.01

1.03

1.14

35.36

3.03

1.47

1.16

22,82

3.39

1.45

1.18

54.39

3.23

1.71

1.20

61.75

3.90

1.72

1.24

3.53

12.09

2.36

12.28

2.77

14.31

3.17

13.75

3.10

16.86

4.14

19.90

31.25 31.95 40.79 41.65 51.48 80.54

33.0

1.88

4.1%

18.9

1.23

5.9%

15.6

.80

5.1%

15.2

.BE

5.4%

13.4

.76

5.2%

15.1

.86

45%

690.2

25.0

850.2

32.2

1442.3

56.1

950.8

59.7

2799.9

79,5

4973.3

1'85.8

35,0%

3.5%

36.1%

3.8%

37.3%

3.9%

37.1%

6.3%

37.1 %

2.8%

37.7%

2.7%

50.0%

50.0%

48.1%

51 .9%

54.3%

45.7%

53.9%

45.1%

50.2%

49.8%

57.7%

42.3%

755,1

965.8

5.1%

755.7

982.3

6.5%

1276.3

1335.4

53%

1243.7

1309.3

6.8%

1721.4

1516.0

62%

3785.5

3374.4

5.3%

6.8%

6.6%

8.2%

8.2%

9.6%

96%

10.4%

10,4'Y,

9.3%

9.3%

8.5%

85%

I|

l l  1II I I.
I | I 1

HI I I llllll lIIll\ll
2009 z010 © VALUE LINE PUB., inc 12-14

52,60

4.35

2.10

1.32

s4.95

4.40

2.15

1.34

Revenues per sh A

"Cash Flow" per sh

Earnings per sh A B

Div'dsDecl'd per sh CI

94.55

4.80

2.50

1.40

5.50

24.05

5.75

24.70

Cap'l Spending per sh

Book Valueper sh

5.60

25.90

92,00 93.00 Common SheOutsl'g D 110.00

Bold fig
Vale
eslin

ones are
Line
ales

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'lDiv'd Yield

14.0

.95

4.0%

7500

195

7900

200

Revenues ($mill) A
Net Profit ($milI)

10400

275

39.0%

2.6%

39.0%

2.5%

Income Tax Rate

Net Profit Margin

40.5%

2.6%

48.5%

51.5%

48.0%

52.0%

Long-Term Debt Ratio

Common Equity Ratio

49.0%

51.0%

4300

4350

6.0%

4415

4560

6.0%

Total Capital ($mill)
Net Plant ($mill)
Return on Total Cap'l

5800

5850

6.0%

9.0%

9.0%

8.5%

8.5%

Return on Shr. Equity

Return on Cum Equity

9.5%

9.5%

2008
79.52

4,19

2.00

1.30

520

22.50

90.81

13.5

.BE

4.8%

7221.3

180.3

38.4%

2.5%

50.8%

492%

4172,3

4135.9

5.9%

8.8%

8.8%

2006 2007
75.27

4.2s

2.D0

1.25

55.03

4.14

1.94

1.28

5.20

20.15

4.39

22.01

81.74 89.33

13.5

.73

4.7%

15,9

.BE

4.2%

6152.4

162.3

5B98.4

170.5

37.6%

2.6%

35.8%

2.9%

57.0%

43.0%

52.0%

48.0%

382B.5

3529.2

6.1%

4092.1

3836.8

5.9%

93%

9.8%

8.7%

81%

2004
46.50

2.91

1.58

1.22

3.03

18.05

52.80

15.9

.BE

4.9%

2920.0

86.2

37.4%

3.0%

43.2%

55.8%

1994.8

1722.5

58°/u
7.6%

7.6%

A t r n 0 s  E n e r g ys  h i s t o r y  d a t e s  b a c k  t o
1 9 0 6  i n  t h e  T e x a s  P a n h a n d le .  O ve r  t h e
years,  through var ious mergers,  i t  became
par t  of  P ioneer  Corporat ion,  and ,  in 1981,
Pioneer named  its  gas d ist r ibut ion d ivis ion
Energas. in 19B3, Pioneer organized
Energas as a separate subsid iary and  d is-
t r ibuted  the outstand ing  shares of  Energas
to Pioneer shareholders.  Energas changed
its name to At nos in 1988. Ammos acquired
Trans Louis iana Gas in 1986,  Wester  Ken-
tucky G as  Ut i li t y in  19B7,  G reeley G as  in
1993, United Cit ies Gas in 1997, and others.

CAPITAL STRUCTURE as of 12131lD8
Total Debt $24812 mill, Due in 5 Yrs $13600 mill.
LT Debi $17198 mill, LT Interest $105.0 mill.

(LT interest earned: 2.9x, total interest

wveragei 2.Bx)
Leases, Uncapitalized Annual rentals $18.4 mill.

Pfd Stock None
Pension Assets-9/08 $341.4 mill,

Dblig. $337.6 mill.

Common Slock 91 ,6M,602 she.

as of 1127109
MARKET CAP: $1.9 billion (Mid Cap)

200B 12/31/082007

69.8
1613.3
1583.1

815.1
751.3
441.5

2017.9

430%

60.7
1008.2
1068.9

355.3
154.4
410.0
919.7

405%

46.7
1238.4
1285.1

395.4
351 .3
460.4

1207 . 1

450%

CURRENT POSITION
($mlLL.)

Cash Assets
Other
Current Assets

Accts Payable
Debt Due
Other
Current Liab.

Fix. Chg. Cov.

Past
10 Yrs.

9.5%
3.5%
2.5%
2.5%
8.5%

Est'd '05-'08
to '12~'14

4.0%
2.5%
4.0%
1.5%
4. 0%

Past
yrs.

14.5%
5.5%
5.0%
1.5%
7.5%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Fiscal
Year
Ends

OUARTERLY REVENUES (S mill.) A
D e c . 3 1  M a r . 3 1  J u n . 3 0  Se p . 3 0

Full
Fiscal
Year

2005

2097

200B

2009

2010

971.6

1002.0

1440.7

1548.7

1460

B63.2

121B.2

1639.1

1750

1710

£283.B 2033.8

16020 2075.6

1657.5 2484.0

1716.3 2585

1830 2900

6152.4

5898.4

7221.3

7600

7900

Fiscal
Year
Ends

EARNINGS PER SHARE A B E

Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

200s

2007

200B

2009

z010

d.22

d.15

d.07

d.05

d.06

1.10

1.20

1.24

1.33

1.35

.25

d.05

.02

d.01

d.04

.BB

3 7

.B2

.BE

.90

2.00

1.94

2.00

2.10

2.15

Cal-
endar

QUARTERLY DIVIDENDS PAID Cl

Mar.31 Jun,30 Sep.30 Dec.31

Full
Year

20o5

2006

2007

2008

2009

.31

.315

.32

.325

.315

.32

.325

.33

.31

.315

.32

.325

.31

.315

.32

.325

.33

1.25

1.27

1.29

1.31

NMF

NMF

NMF

112%

z,1%

79%

1.9%

BE%

2.8%

70%

1.7%

77%

2.3%

73%

3.6%

63%

3.0%

65%

3.1%

65%

3.5%

62%

3.5%

62%

Retained to Com Eq

Al! Div'ds [0 Net Prof

4.0%

56%

commercial, 7%, industrial, and 5% other. 2008 depreciation rate

35%. Has around 4,560 employees. Officers and directors own as

proximately 1.9% of common stock (12lD8 Proxy). Chairman and

Chief Executive Officer: Robert W. Best. Incorporated: Texas. Ad-

dress: P.O. Box 650205, Dallas, Texas 75265. Telephone: 972-

934-9227. Internet; www.atmosenergy.com.

BUSINESS: At nos Energy Corporation is engaged primarily in the

distribution and sale of natural gas to 3.2 million customers via six

regulated natural gas utility operations: Louisiana Division, West

Texas Division, Mid-Tex Division, Mississippi Division, Colorado-

Kansas Division, and KentuckylMid-States Division. Combined

2008 gas volumes: 293 MMcf. Breakdown: 56%, residential, 32%

M a r c h  1 3 ,  2 0 0 9

f i s c a l  2 0 1 0 .
W e  e n v i s i o n  s t e a d y ,  t h o u g h  u n e x c i t -
i n g ,  p r o f i t  g r o w t h  o v e r  t h e  2 0 1 2 - 2 0 1 4
p e r i o d .  T h e  u t i l i t y  i s  o n e  o f  t h e  c o u n t r y ' s
l e a d i n g  n a t u r a l  g a s - o n l y  d i s t r i b u t o r s ,  n o w
s e w i n g  c u s t o m e r s  a c r o s s  1 2  s t a t e s .  M o r e -
o v e r ,  t h e  u n r e g u l a t e d  s e g m e n t s ,  e s p e c i a l l y
p i p e l i n e s .  p o s s e s s  h e a l t h y  o v e r a l l  p r o s -
p e c t s .  L a s t l y ,  m a n a g e m e n t  m a y  g e t  b a c k
t o  i t s  s u c c e s s f u l  s t r a t e g y  o f  p u r c h a s i n g
l e s s - e f f i c i e n t  u t i l i t i e s  a n d  s h o r i n g  u p  t h e i r
p r o f i t a b i l i t y  v i a  e x p e n s e - r e d u c t i o n  e f f o r t s ,
r a t e  r e l i e f ,  a n d  a g g r e s s i v e  m a r k e t i n g .  I n
t h e  p r e s e n t  c o n f i g u r a t i o n ,  a n n u a l  s h a r e -
n e t  g a i n s  m a y  b e  i n  t h e  m i d - s i n g l e - d i g i t
r a n g e  o v e r  t h e  3 -  t o  5 - y e a r  t i m e  f r a m e .
T h e  g o o d - q u a l i t y  s t o c k  o f f e r s  a n  a p -
p e a l i n g  d i v i d e n d  y i e l d .  F u r t h e r  m o d e r -
a t e  h i k e s  i n  t h e  p a y o u t  s e e m  p l a u s i b l e ,  a s
w e l l .  E a r n i n g s  c o v e r a g e  o u g h t  t o  r e m a i n
a d e q u a t e .  T h e  s h a r e s  a r e  t i m e l y .
F o r  a  n a t u r a l  g a s  u t i l i t y  s t o c k ,  t o t a l
r e t u r n  p o s s i b i l i t i e s a p p e a r  d e c e n t .
M e t e r  g r o w t h  h a s  s l o w e d ,  b u t  t h e  c o m p a n y
i s  b e n e f i t i n g  f r o m  a  h i g h  l e v e l  o f  g a s  f l o w -
i n g  t h r o u g h  i t s  T e x a s  p i p e l i n e s  f r o m  t h e
B a r n e t t  S h a l e .
F r e d e r i c k L .  H a r r i s ,  I I I

A t  n o s  E n e r g y s  c o r e  n a t u r a l  g a s  u t i l i -
t y  h a s  p e r f o r m e d  n i c e l y  t h u s  f a r  i n  f i s -
c a l  2 0 0 9  ( w h i c h  e n d s  o n  S e p t e m b e r
3 0 t h ) .  T h a t  c a n  b e  a t t r i b u t e d  p a r t i a l l y  t o
a n  i n c r e a s e  i n  r a t e s ,  p r i m a r i l y  f o r  t h e  M i d -
T e x  a n d  L o u i s i a n a  d i v i s i o n s ,  W h a t ' s  m o r e ,
t h e r e  h a s  b e e n  a  s t e a d y  r i s e  i n  t h r o u g h -
p u t .  A n d  i t ' s  w o r t h  n o t i n g  t h a t  b a d  d e b t
e x p e n s e  a s  a  p e r c e n t a g e  o f  r e v e n u e s  h a s
b e e n  l o w e r ,  r e f l e c t i n g  m o r e  a g g r e s s i v e  c o l »
l e c t i o n  e f f o r t s .
R e s u l t s  f o r  t h e  o t h e r  o p e r a t i o n s  h a v e
b e e n  a  m i x e d  b a g .  T h e  p i p e l i n e  a n d
s t o r a g e  s e g m e n t  i s  e n j o y i n g  e x p a n d e d
t r a n s p o r t a t i o n  m a r g i n s  e a r n e d  u n d e r  a s -
s e t  o p t i m i z a t i o n  a g r e e m e n t s .  B u t  t h e  p e r -
f o r m a n c e  o f  t h e  r e g u l a t e d  t r a n s m i s s i o n
a n d  s t o r a g e  s e g m e n t  i s  b e i n g  w e i g h e d
d o w n  b y  a  r i s e  i n  e m p l o y e e  a n d  p i p e l i n e
m a i n t e n a n c e  c o s t s .  A l s o ,  t h e  n o n r e g u l a t e d
m a r k e t i n g  s e g m e n t  i s  e n c o u n t e r i n g  a  r e -
d u c t i o n  i n  u n r e a l i z e d  m a r g i n s ,  r e f l e c t i n g
l e s s  v o l a t i l i t y  i n  n a t u r a l  g a s  p r i c e s .
A l l  t h i n g s  c o n s i d e r e d ,  e a r n i n g s  p e r
s h a r e  s t a n d  t o  r i s e  a r o u n d  5 % ,  t o
$ 2 . 1 0 ,  t h i s  f i s c a l  y e a r .  A s s u m i n g  f u r t h e r
e x p a n s i o n  i n  o p e r a t i n g  m a r g i n s ,  t h e  b o t -
t o m  l i n e  m a y  a d v a n c e  t o  $ 2 . 1 5  a  s h a r e  i n

in early March, June, Sept., and Dec, I Div.
reinvestment plan. Direct stock purchase plan

avail.
(D) In millions.

(E) Qtrs may not add due to change in hrs
outstanding

Company's Financial Strength
Siol:k's Price Stability
Price Growth Persistence
Earnings Predictability

B+
100

45
80

I

26 , 3
14 . 3

Target Price Range
2 0 1 2 2 0 1 4

B0

6 0
5 0
4 0

3 0
2 5
20

1 5

1 0
- 7 . 5

-

(A) Fiscal year ends Sept 30th. (B) Diluted
hrs. Excl. nor rec. ilems: '99, d23¢, '00, 12¢,

'03, d17¢, '06, d18¢, `07, d2¢. Next egg. rpt.

n 2003, Value Line PubEshin8, Inc All right reserved. Factual material is obtained loom sources believed to be reliable and is provided without warranties al any Kina.
THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly lot subscribers own, non~t:ommercial, inlemal use. No part
of it may be reproduced, resold, semeN or transmitted in any printed, electronic or other form. or used lot generating or marketing any printed nr electronic publication, service or pr0\1ucL

due early May. (C) Dividends historically paid
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100.44

4.22

2.64

1.49

102.55

4.55

285

1.53

96.10

4.50

2.60

1.57

Revenues per sh

"Cash Flow" per sh

Earnings per sh A s

Div'ds Da:1'd per sh Cl

111.55

5.40

3.00

1,70

2,57

22,12

2.55

23.50

2.70

25,10

Cap'l Spending per sh

Book Value per sh D

3.45

2s.o5

21,99 22.50 H00 Common Shs0uts1'g E 26.00

14,3

.89

3.9%

Bold Et
Value
eslin

:res are
Line
ales

Avg Ann'l PIE Ratio

Relative PE Ratio

Avg Ann'l Div'd Weld

17.5

1.15

3.2%

2209.0

57.6

2310

65.0

2210
60.0

Revenues ($miII) A
Net Profit ($milll

2900

80.0

31.3%

2.6%

31.5%

2.s%

31.5%

2.7%

Income Tax Rate

Net Profit Margin

35.0%

2.8%

44.4%

55.5%

45.0%

55.0%

45,0%

5s,o%

Long-TermDebt Ratio

CommonEquity Ratio

47.0%

53.0%

876.1

823.2

965

855

1050

BED

Total Capital ($milI)

Net Plant ($milI)

1375

980

8.1%

11.8%

11.8%

8.0%

12.5%

12.5%

7.0%

10.5%

10.5%

Return on Total Cap'l

Return on Shi. Equity

Return onCorn Equity

7.0%

11.0%

11.0%

2007
9340

3.B7

231

1,45

2.72

19.79

21.65

14.2

.75

44%

2021.5

49.8

334%

2.5%

453%

54.6%

784.5

793.8

B.5%

115%

11.6%

z000
29,99

2.68

1.37

1.34

2.77

14.99

18.88

14.9

,Ev

6.6%

586.1

25,0

35.2%

4.6%

452%

54.5%

519.2

575.4

51%

91%

9.1%

2001 2002 2003 2004 2005
53.08

3.00

1.81

134

39.84

2.56

1.18

1.34

54.95

3.15

1.82

1.34

59.59

2.79

1.82

1.35

75.43

2.98

1.90

1.37

2.51

15.26

2.80

15.07

2.67

15.65

2.45

16.95

2.84

17.31

18.88 1895 19.11 20,98 21.17

14.5

.74

5.7%

20.0

1.09

5.7%

13.6

.78

5.4%

15.7

.BE

4.7%

16.2

.BS

4.4%

1002.1

30.5

755.2

22,4

1050_3

34.6

1250.3

36.1

15979

40,1

32.7%

3.0%

35.4%

3.0%

35.0%

3.3%

34.8%

2.9%

34.1%

2.5%

49.5%

50.2%

475%

52.3%

50.4%

49.4%

51.5%

48.3%

48.1%

51.8%

574..

602.5

546.6

594.4

605,0

621.2

737.4

646.9

707.9

679.5

6.9%

10.5%

10.5%

6.0%

7.8%

7,8%

7.4%

11.5%

11.6%

6.6%

10.1%

104%

7.6%

10.9%

10.9%

2006
93.51

3.B1

2.37

1.40

2.97

18.85

21.35

13.5

.73

4.3%

1997.6

50.5

32.5%

2.5%

49.5%

50.4%

798.9

7B3.B

8.4%

12.5%

12.5%

1993 1994 1995 1995 1997 1998 1999

32.33

2.81

1.61

1.22

33.43

2.55

1.42

1.22

24,79

2.55

1,27

1.24

31.08

3.29

187

1.26

34.33

3.32

1.B4

1.30

31.04

3.02

1.5B

1.32

26.04

2.55

1.47

1.34

2.62

12.19

2.50

12,44

263

13,05

2.35

1372

2.44

14.26

2.68

14.57

2.58

14.96

15.59 15.57 17,42 17,56 17.56 17.63 18.88

13.5

.80

5.6%

16.4

1.08

5.3%

15.5

1.04

53%

11.9

.75

5.5%

12.5

.72

5.6%

15.5

.81

5.4%

15.8

.90

5.B%

CAPITAL STRUCTURE as of 12/31/08
Trial Debt $652.9 mill. Due in 5 Yrs $50.0 mill.
LT Debt $389.2 mill, LT Interest $25.0 mill.

(Trial interest coverage: 3.0x)

Leases, Uncapitafized Annual rentals $.9 mill.
Pension Assels-9/08 $248.3 mill.

Oblig. $308.7 mill.

P fd Slack $5 mill. Pfd Div'd $.03 mill.
Common Stock22,135,185 she.
as of 1129/09

MARKET CAP: $550million (Small Cap)

2008 12/31/082o07

14.9
547.0
561.9

30.1
609.8
ss9.9

CURRENT PUSITION
($mlLL)

Cash Assets
Other
Current Assets

52.7
414.6
457.3

106.8
251.6
115.3
473.7

2B2 A

175.3
263.7
121 .7
560.7

330%

159.6
216,1
103.5
479.2

377%

Accts Payable
Debt Due
Other
Current Limb.

Fix. Chg. Cov.

Past
Yrs.

14.0%
5.5%
9.5%
1.5 A
5.5%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Est'd '06-'08
to '12-'14

2.5%
5.5%
3.5%
2.5%
5.5%

Past
10 Yrs.

11.5%
2.0%
35%
1.0%
3.5%

Fiscal
Year
Ends

QUARTERLY REVENUES (8 mill.)A
Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

2006

2007
2008

2009
2010

708.8

700.8

747.7

700
555

330.6

457.9

505.5

485

550

269.0

323.3

451.8
450.7

550

689.2

539.6

504.0

674.3

555

1997.6

2021,6

2209.0

2310

2210

Fiscal
Year
Ends

EARNINGS PER SHARE A B F

Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

2006

2oo7

2008

2009

2010

d.04

.03

d.14

d.12

d.02

1 .23

.89

.99

1.42

1.03

.13

.43

.41

.30

.38

1.05

.97

1.39

1.25

1.21

2.37

2.31

2.64

2.85

2.60

Cal-
endar

QUARTERLY DIVIDENDS PAID C I

Maf.31 Jun.3D Sep.30 Dec.31

Ful l
Year

2005

200B

2007

2o08

2009

.345

.355

.365

.375

.345

.355

.365

,375

.345
.355

.355

.375

.34

.345

8355

,375

.385

1.38

1.41

1.46

1.50

1.0%

89%

.2%

98%

1.8%

83%

NMF

113%

3.1%

74%

2.7%

73%

3.1 %

72%

5.1%

59%

4.3%

53%

5.2%

56%

6.0%

53%

4.0%

50%

Retained to Com Et

All Div'ds to Net Prof

5.0%

55%

GO%' commercial and industrial, 24%, transportation, 1%' other,

13%. Has around 1,807 employees. Officers and directors own as

proximately 7.2% of common shares (1/08 proxy). Chairman, Chief

Executive Officer, and President Douglas H. Yaeger. incorporated:

Missouri, Address: 720 Olive Street, St. Louis, Missouri 63101. Tel~

ephohe: 314-342~050D Internet: www.thelacledegroup.com.

BUSINESS: Ladede Group, Inc.. is a holding company for Ladede

Gas, whim distributes natural gas in easter Missouri, inducing the

city of SL Louis, St. Louis County, and parts of 10 other counties,

Has roughly 630,000 customers. Purchased SM&p Utility Re

sources, 1/02, divested, 3/08. Thermo sold and transported in fiscal

2008: 1.08 mill. Revenue mix for regulated operations: residential,

u n i t  w i l l  p r o b a b l y  r e m a i n  m o d e r a t e .  ( I n
f a c t ,  t h e  n u m b e r  o f  c u s t o m e r s  i n  f i s c a l
2 0 0 8  w a s  j u s t  2 %  h i g h e r  t h a n  i n  f i s c a l
1 9 9 8 . )  T h a t ' s  b e c a u s e  t h e  s e r v i c e  t e r r i t o r y ,
l o c a t e d i n e a s t e r n  M i s s o u r i ,  i s  i n  a  m a t u r e
p h a s e .  W e  t h i n k  t h e  n o n - r e g u l a t e d  d i v i -
s i o n h a s p r o m i s i n g e x p a n s i o n o p -
p o r t u n i t i e s ,  b u t  i t  h a s  c o n t r i b u t e d  o n l y  a
s m a l l  p o r t i o n  t o  L a c l e d e  G r o u p ' s  p r o f i t s  o n
a  h i s t o r i c a l  b a s i s .  A  m a j o r  a c q u i s i t i o n
c o u l d  h e l p  t o  o f f s e t  t h i s ,  b u t  i t  s e e m s  t h a t
n o  s u c h  p l a n s  a r e  o n  t h e  a g e n d a  a t  t h i s
t i m e .  C o n s e q u e n t l y ,  a n n u a l  e a r n i n g s - p e r
s h a r e  g r o w t h  c o u l d  b e  j u s t  b e t w e e n  4 %
a n d  5 %  o v e r  t h e  3 -  t o  5 - y e a r  h o r i z o n .
T h i s  s t o c k ,  r a n k e d  f a v o r a b l y  f o r  b o t h
T i m e l i n e s s  a n d  S a f e t y ,  o f f e r s  a  m o d -
e s t l y a p p e a l i n g  c u r r e n t  y i e l d . A d d i -
t i o n a l  h i k e s  i n  t h e  d i v i d e n d  w i l l  l i k e l y  b e
g r a d u a l ,  t h o u g h .  T h a t  i s  l a r g e l y  b e c a u s e  o f
t h e r e g u l a t e d g a s o p e r a t i o n ' s u n -
s p e c t a c u l a r  l o n g - t e r m  p r o s p e c t s .
T h e  s h a r e s  o f  L a c l e d e  h a v e  l i m i t e d
l o n g - t e r m  t o t a l ~ r e t u r n p o t e n t i a l ,  g i v e n
t h e  c u r r e n t  q u o t a t i o n  a n d  o u r  a s s u m p t i o n
o f  m o d e r a t e  " f u t u r e  i n c r e a s e s  i n  t h e  d i s t r i -
b u t i o n .
F r e d e r i c k  L .  H a r r i s ,  I I I M a r c h  1 3 , 2 0 0 9

L a c l e d e  G r o u p  s t a r t e d  f i s c a l  2 0 0 9
( w h i c h  e n d s  o n  S e p t e m b e r  3 0 t h ) i n  e x -
c e l l e n t f a s h i o n . T h a t  w a s  m a d e  p o s s i b l e
p r i m a r i l y  b y  L a c l e d e  E n e r g y  R e s o u r c e s ,
w h i c h  b e n e f i t e d ,  i n  p a r t ,  f r o m  h i g h e r
v o l u m e s  ( a t t r i b u t a b l e  t o  c o n t r a c t i n g  f o r
a d d i t i o n a l  p i p e l i n e  c a p a c i t y ) .  T h a t  d i v i s i o n
a l s o  e n j o y e d  w i d e r  m a r g i n s  o n  s a l e s  o f  n a t -
u r a l  g a s .  d u e  t o  d e p r e s s e d  s u p p l y  p r i c i n g
i n  t h e  M i d w e s t  f r o m  i n c r e a s e d  s h a l e  s u p -
p l y  p r o d u c t i o n .  M e a n w h i l e ,  p r o f i t s  f o r
L a c i e d e  G a s  w e r e  m o d e r a t e l y  h i g h e r  t h a n
t h e  y e a r - e a r l i e r  f i g u r e , a r i s i n g f r o m
g r e a t e r  i n c o m e  f r o m  n a t u r a l  g a s  s a l e s ,
b r o u g h t  a b o u t  b y  c o l d e r  w e a t h e r  a n d  h i g h -
e r  I n f r a s t r u c t u r e  S y s t e m  R e p l a c e m e n t
S u r c h a r g e  r e v e n u e s .  B u t  a  r i s e  i n  b o t h  o p -
e r a t i n g  e x p e n s e s  a n d  i n v e s t m e n t  l o s s e s
l a r g e l y  o f f s e t  t h e s e  r e s u l t s .
A t t h i s  j u n c t u r e ,  t h e  b o t t o m  l i n e
s t a n d s  t o  a d v a n c e  a b o u t  8 % ,  t o  $ 2 . 8 5 a
s h a r e ,  i n  f i s c a l  2 0 0 9 . E a r n i n g s  m a y  b e
l o w e r  n e x t  y e a r ,  h o w e v e r ,  b e c a u s e  o f  t h e
t o u g h  c o m p a r i s o n .
U n e x c i t i n g  r e s u l t s  a p p e a r t o b e  i n
s t o r e f o r t h e e n e r g y f i r m o v e r t h e
2 0 1 2 - 2 0 1 4 p e r i o d .  G r o w t h  i n  t h e  c u s t o m ~
E r  b a s e  f o r  t h e  n a t u r a l  g a s  d i s t r i b u t i o n

24.B
17.5

Target Price Range
2012 2014

128

96
BO
64

48
40
32

24

16

- 12

1

III Hill IHIHH

I
I

491 .6

26.9

35.5%

5.5%

41.8%

57.8%

488.6

519.4

7.1%

9.5%

9.5%

(E) in millions.
(F) QHy,. egg, may not sum due to rounding or

l

Company'sFinancial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

100
(A) Fiscal year ends Sept 30th. actions: 'DB, 94¢. Next earnings report due late charges. In '08: $340.4 mill., $15.48Ish.
(B) Based on average shares outstanding thru. April. (C) Dividends historically paid in early
'97, then diluted, Excludes nonrecurring loss: January, April, July, and October. l Dividend
'05, 7¢. Excludes gain from discontinued oper- reinvestment plan available. (D) incl. deferred change in shares outstanding.

to 2009, Value Line Publishing, Inc All rights reserved. Factual material is obtained iron sources believed to be reliable and iS provided without warranties of any kind. '
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMfSSlONS HEREIN. This publication is strictly for subscriber's om, non-commercial, internal use Nopart i
al it may be reproduced, resold, stored Ur transmitted in any printed, electronic or other tom, or used fur generating or madreiing any printed or electronic publication. service or product
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PIE 1 T gr 11.7
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RELATIVE 1
PIE RAT\0 I
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YLD 3.8%

VALUE
LINE

21.7
16.5

.
;i8j;x? 9

22.4
16.2

26.4
20.0

29.7
24.3

32.9
21.1

35.4
27.7

37.6
30.3

41.1
24,6

42.4
32.2

1
TIMELINESS z Raised 11l2B!DB

S A F E W Raisen ar15ms

TECHNICAL 2 Rai§ed t1l21lDB
BETA .65 (1.00=Market)

Ann'l Total
Return
1 2 %

6 %
H'gh
Law

Price
4 s
3 5

2012-14 PROJECTIONS

Gain

+10%
In s id e r  D e c is io n s

\n Buy
Options
to Sell

A M J J A S D N D
0 0 0 0 0 0 0 0 0
1 2 0 0 1 0 1 2 3
0 2 0 0 1 0 0 1 4

JQZBDB
64
BB

26312

292008
90
62

26910

I n s t i t u t i o n a l  D e c i s i o n s

zoos
taB 8 5
m y 7 0
Hld'i(DDO) 2B51B

'<",f=§

, 4 \
..>-IuI_
1 I

-for-2 ll I I . I I I ' I111n11
l l l •

* | ll II° \L.J..---'"'

2013

11 .Il l  I II' ll

I III '| 94

II n  I
Tl

4.
-

Iur r
258

2?
I I.I \l.l. .1 ..,Ill.
Ill

9 5 4 . 0

9 3 4 . 9

9 5 %

12.8%

12.5%

,iii 'E

7 .7 %

10.1%

10.1%

4 +4

1 0 . 7 %

1 5 . 7 %

1 5 1 %

|

lI

755.3

905.1

11.2%

17.0%

17.0%

I
f 4 l l . I It I I

.111 I nm -I'll I I \
2009 2010 © VALUE LINE PUB., INC 12-14

89,20

3.40

zo o

1.24

90.95

3.60

2.70

1.28

Revenues per sh A

"Cash Flow" per sh

Earnings per sh B

Div'ds Decl'd per sh C l

95.00

3.75

2.85

1.40

1.75

18.80

1.75

20.75

Cap'I Spending per sh

Book Value per sh U

1.80

25.75

42.50 43.00 Common She 0utst'g E 45.00

Bold fig
Vale
est lf

lrre£ are
Ume

ales

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

14.0
.95

3.4%
3790

105

3910

115

Revenues ($mill) A

Net Profit ($milI)

4275

130

39.0%

2.8%

39.0%

3.0%

Income Tax Rate

Net Profit Margin

40.0%

3.0%

38.5%

61.5%

37.0%

63.0%

Lung-Term Debt Ratio

Common Equity Ratio

33.0%

67.0%

1300

1040

1415

1060

Total Capital ($mill)

Net Plant ($mill)

1730

1125

9.0%

13.5%

13.5%

9.0%

13.0%

13.0%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

8.0%

11.0%

11.0%

200B
90,74

3.62

2.70

1.11

1.72

17.2B

42.06

12.3

,77

3.3%

3816.2

113.9

37,8%

3.0%

3B.5%

61 .5%

1182.1

1017.3

10.7%

15.7%

151%

2007
72.62

2.44

1.55

1.01

1.46

15.50

41.51

21.6

1.15

3.0%

3021.8

65.3

38.8%

2.2%

37.3%

52.7"/,

1028.0

970,9

7.7%

10.1%

10.1%

200s
79.53

2.73

1.B7

.96

1.25

15.00

41.44

15.1

.BE

3.2%

3299.6

78.5

38.9%

2.4%

34.8%

e5,2%

954.0

934.9

95%

12.8%

12.5%

2005
76.19

2.82

1.77

.91

1.28

10.60

141.32

16,8

.89

3,1 %

314B.3

74.4

39.1%

2.4%

42.0%

5B.0%

755.3

905.1

11.2%

17.0%

17.0%

1993 1994 1995 1995 1997 1998 1999 2000 2001 2002 2003 2004

12.02

1.42

.75

.68

12.81

1.54

Q84

es

11.36

1.42

.BE

.BB

13.48

1 48

.92

.69

17.31

1.63

.go

.71

17.73

1.74

1.04

.73

22.55

1.85

1.11

.75

29.42

1.99

1.20

.76

51.22

2.12

1.30

.78

44.11

2,14

1.39

.80

52,29

2.38

1,59

.83

60,89

2.50

1.70

.87

1.54

6.54

1 4 0

6,43

1.18

6 4 7

1,19

5.73

1.15

6.92

1.07

7.26

1.21

7.57

1.23

8.29

1.10

B.B0

1.02

B.71

1.14

10.26

1.45

11.25

37.84 3B,93 4003 40.69 40.23 40.07 39.92 39.59 40.00 41.50 40.85 _.41,61

15.1

.89

5.8%

13.0

.85

62% .

11.B

.79

6 1 %

13.5

.B5

5.5%

13.5

.78

5.3%

15.3

.BO

4.6%

15,2

.87

4 5 %

14.7

.96

4.4%

14.2

.73

4.2%

14.7

.80

3.9%

14.0

.80

3.7%

15.3

.81

3.3%

904.3

44.9

1164.5

47.9

204B.4

52.3

1830.8

56.8

2544.4

65.4

2533.5

71,6

36.2%

5.0%

373%

4.1%

38.0%

2.6%

38.7%

3.1%

394%

2.6%

39.1%

2.8%

4B.7%

51 .2%

47.0%

52.9%

50.1%

49.9%

50.6%

49.4%

38.1%

61.9%

40.3%

591%

590.4

705.4

629.1

730.6

706.2

743.9

732.4

756.4

676.8

B52.6

783.8

8B0,4

9.0%

14.8%

143%

9.0%

14.5%

14.6%

8.5 /,

14.8%

149%

8.7%

15.7%

15.1%

10.7%

15.8%

15.5%

10.1%

15.3%

15.3%

CAPITAL STRUCTURE as of 12/31/08
Total Debt $757.1 mi ll.  Due in 5 Yrs $175.6 mi ll.
LT Debt $460.7 mill. LT Interest $16.9 mill.

Ind. $B.B mill. capitalized leases.
(LT interest eamed:4.Bx, local interest coverage:

4.8x)
Pension Assets-9/08 $80.6 mill.

Oblig. $102.4 milL

Pfd Stock None

Common Stock42,31 B,558 she.

as of 2/4/09
MARKET CAP: $1.4 bi llion (Mid Cap)

200B 12!31lOB2007

25 .0
1046.5
1072.5

42 .6
1067.1
1109.7

5 .1
794 .8
799 .9

CURRENT POSITION
($MILL.}

Cas h As s e ts
Othe r
Current  Asse ts

43 .4
298 .4
578 .7

918.5

4 5 0 %

64 .4
2B0.B
378.1
703 .3

4 8 1 %

61 .7
238 .3
594 .0

894 .0

4 5 0 %

Acc ts  Payable
De bt  Due
Ot he r
Current  L iab.

F ix.  Chg.  Cov .

Pas t
la Yrs.

1 7 5 %
6 . 0 %
7 . 5 %
4 . 0 %
B.5%

Est'd '0E-'08
to -12.'14

2 .5%
4 . 0 %
5.5%
5 . 5 %
8.5%

ANNUAL RATES
01 derange (per sh)
Re v e nue s
"Ca s h F lo w"
E a mi ngs
Div i dends
Bo o k Va lue

Past
Yrs.
9 .0%
6.0%
7 . 5 %
5.0%

11.5%

Fiscal
Year
Ends

QUARTERLY REVENUES (S mill.) A
D e l : . 3 1  M a r . 3 1  J u n . 3 0  Se p . 3 0

Full
Fiscal

Year

200B

2007

200B

2009

2010

1164

7374
B111

B01.3

830

1064

1029

117B

1175

1205

5364

6822

10D0

9917

1025

5355

5932

a27A

820

850

3299.6

3021.8

3816.2

3790

3910

Fiscal
Year

Ends

EARNINGS PER SHARE A s

Dec.31 Mar.31 Jun.30 Sep.30

F ul l
F isca l
Year

zoos

2007

2008

2009

2o10

d.2g

.as

1.86

1.50
1.55

d.09

.50

d.1B

d,10

d.05

1.43

.19

.30

.33

.40

.B2

.70

.87

.77

.80

1.87

1.55 l

2.70

2.50

2.70

Cal-
endar

QUARTERLY DIVIDENDS PAID c El

Mar.31 Jun.3D Sep.30 Dec.31

Full
Year

2005

20os

2007

2008

2009

.227

.24

.253

.2B

.227

.24

.253

.28

.227

.24

.253

.28

.227

.24

.253

.257

.31

.91

.96

1 0 1

1.11

s.0%

67%

5.4%

63%

6.1 %

59%

6.9%

56%

7.7%

51%

7.8%

49%

B.5%

50%

6.3%

50%

35%

84%

9.5%

40%

6.5%

50%

7.0%

47%

Retained to Com Et

All Div'ds to Net Prof

5.5%

49%

and electric uli li iy, 35% off-syslem and capacity release). N.J. Natu-

ral Energy subsidiary provides unregulated relai llwholesale natural

gas and related energy sacs. 2008 dap. rate: 2.9%. Has 854 employ.

Off.ldir. own about 1.7% of common (12l08Proxy). Chrmn., CEO, 8.

Pres. : Laurence M. Downes. Inc.: N.J. Adar.: 1415 Wyckoff Road,

Wall, NJ 07719. Tel.; 732~93B»1480. Web: www.njresources.com.

BUSINESS:  Ne w Jersey  Resources  Corp.  is  a  ho lding company

providing retail wholesale energy sacs. lo customers in New Jersey,

and in s ta tes  f rom the Gulf  Coas t  to Ne w England,  and Canada.

New Jersey Natural Gas had about 484,000 customers al 9/30/08

in Monmouth and Ocean Counties, and other N.J. Counties. Fiscal

2008 volume: 99.5 bi ll.  cu. ft. (59% firm, 6% interruptible industrial

Jersey
well

March 13, 200.9

Board of Public Utilities for two programs
aimed at stimulating the local economy
through energy efficiency, job creation,
and 'infrastructure spending. If approved,
these capital projects would create up to
100 jobs. The benefit to NOR would be an
increase in the safety and reliability of its
distribution system.
Meantime, we have introduced a 2010
bottom-line estimate of $2.70 a share.
Top-line volumes ought to rebound next
year due to the addition of utility custom-
ers, coupled with NJRES' capital projects.
The Steckman Ridge storage facility and
the recently completed 16-inch main
pipeline both ought to contribute nicely.
These timely shares may appeal to
momentum- and income-oriented ac-
counts (Timeliness' Z). And the recent
dividend hike of 10.7% only sweetens the
deal, dividend growth is a hallmark here.
Finally, New Jersey Resources' ability to
hold up in such a diff icult market is a
plus. This characteristic is supported by
the stock's top Safety rank (1), and high
marks for Financial Strength and Price
Stability.
BI]/817 Fong

New Resources did not per-
form as as expected during its
2009 fiscal first quarter (ended De-
cember 31st). The New Jersey Natural
Gas (NJNG) unit did benefit from a recent
rate case increase, and steady customer
growth. That division added roughly 1,765
new customers over the December interim.
However, that was not sufficient enough to
offset the downturn at the company's NJR
Energy Services (NJRES) unit. Narrower
winter storage spreads, and a slowdown in
contracted transportation capacity across
the Northeast, cut this segment's contribu-
tion to earnings in half. Consequently,
NJRls bottom line suffered.
Thus, we have trimmed this year's
earnings figure approximately 11%.
The domestic recession has prompted
many consumers in N_lR's service areas to
scale back spending. Meanwhile, home
foreclosure resulting in vacant domiciles
adds another element of risk and un-
certainty. In all, 2009's prospects have
been hindered, But, on a brighter note,
Economic stimulus programs may
bear fruit down the road. NJNG recent-
ly filed a proposal with die New _jersey

Target Pace Range

(B) Diluted earnings. Qtly egg may not sum to

Company's Financial Strength
Stock's  Price Stabi li ty
Price Growth Pers is tence
Earnings Predictability

(A) Fiscal year ends Sept. 30th
Apri l,  July, and October. I

total due to change in shares outstanding. Next went plan available
earnings repel due late Apri l.

© 2009, Value Line Pubhshin , Inc All rights reserved.
THE PUBLISHER IS NOT RE'3PONSrBLE FOR ANY ERRORS OR OMISSIONS HEREIN.
of n may be reproduced, resold, lured or rransmined in any primed, elearnnic Ur other rum,

(C) Dividends historically paid in early January, million, $8.09/share
Dividend reinvest (E) in millions, adjusted tor split
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(D) includes regulatory assets in 2008: $340.7
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2008
83.58

6.85

2.63

1.86

5.54

21.55

45.1a

15.1

.as

4.7%

3T76.6

119.5

27.0%

3 2 %

31.5%

68.4%

t421.1

2ass.s

9.7%

12.3%

12.3%
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2010 VALUE UNE PUB.. INC .2-14
12.20

7.00

2.90

a c

Revenues per sh

" C a s h  r e  p r  s h

Eamings Pu sh A

Div 'dS0w'4  perch p ,

91.35

7.95

3.30

1.86

1.50

23.30

Cap'l Spending per sh

Book Value per sh

4.ss

27.05

45.W Common Shs0v1=1's c 4s.oo

ms III
Ur:
Nu

Avg Ann'I PIE Ratio

Rdativ c PE lhtio

Avg Annl Div'd Yield

16.0

1.05

3.5%

3700

130

Revenues (swim

in mm ($milt)
4200

150

27.0%

3.5%

Income Tax Rate

Net PraM Margin

2 1 0 %

3.5%

30%

70%

Long-Tenn Debt Ratio

Cannon Equity Ratio

26%

74%

1500

3050

Tool Capital1$min)
NM pm (gmiln

1550

:use

10.0%

12.5%

12.5%

Return on Total Cap'I

Return on Shh Equity

Recur on Com Equity

1a.0x

120%

120%

1993 1994 1995 1 9 9 6 1 9 9 7 1 9 9 8 1 9 9 9 2 0 0 0 2 0 0 1 2002
31.02

3.80

1.91

1.22

31.23

4.11

2.07

1 2 5

29.42

4.19

1.96

1 2 8

37.39

4.97

2.42

1.32

41.33

5.29

2.55

1.40

30.54

5.21

2.31

1.4a

14.45

5.59

2 5 7

1.54

50.52

s.1s

2 9 4

1.65

51.30

6.41

3.01

1.75

43.11

6.03

2.88

1.s4

2.62

13.05

3.34

1325

3.12

13.61

2.42

14.74

2.34

15.43

2.B7

15.97

3.28

16.80

s.4a

15.56

4.18

16.39

4.37

16.55

53.96 51.54 50.30 49.49 4a.22 47.51 46.89 45.49 44.40 44.01

14.1

.so

4.4%

12.5

.B2

4.8%

13.1

.85

5.0%

12.5

.78

4.4%

142

.so

3.9%

17.6

.92

3.6%

14,5

.83

4.1%

11.9

.77

4.7%

12.8

.as

4.6%

13.1

.12

4.9%

2004 2005
82.12

6.00

2.22

1.as

76.00

5.19

2.27

1.ss

4.32

15.99

4.57

18.36

44.1o 44.18

15.9

.84

5.3%

17.3

.so

4.7%

2739.7

98.1

33518

101.1

31.a%

3.6%

28.3%

3.0%

39.8%

80.1'/l

37.4%

62.5%

1246.0

2s4sa.s

1297.7

2559.1

8.8%

13.1%

13.1%

9.4%

12.5%

12.5%

2006
65.92

5.82

2.87

1.86

4.17

19.43

44.90

15.0

.81

4.3%

2960.0

12B.3

2 6 .3 *

4.a%

35.3%

63.7%

1370.7

2114.1

10.9%

14.7%

14.7%

2007
59.20

6.95

2.99

1.83

3.77

20.5s

45.90

15.0

_go

4.2%

3176.3

135.2

26.6%

4.3%

30.9%

69.0%

1368.0

2757.3

11.2%

14.3%

14.3%

CAPITAL STRUCTURE as of 12131105
Total Debi s12a1.9 mill. Due in 5 Yrs s914.9 my.
LT Debt $448.0 my. LT Interest $5.0 mill.
(Total interest coverage: 5. ix)

Pension Assels-1 MG $306.6 mil. Oblig. s270.2
mill.

Ha Div 'd Nonep m  S IR  s . e  m il l .

Common W W 45,198,311 shares
a s M  m m s
MAMRKH MP: $1.3 billion (Mid Cap)

2007 1213110azoos

95 .5
1243.4

1338.9

411.3
789 .9
4ss.s

1668.0

4 6 1 %

67 .8
843 .1
910 .7

564 .5
3 5 0 . 0
2 2 7 . 9

1142.4

s 4 s v .

91 .9
931 .9

1023.8

428.2
444.0
404.2

1276 .4

544 %

CURRENT POSITION
( ll1LL)

C a z  A s s e t s
Other

Current Assels
An d i Pa ya b le
Deb!  Due
Other
Current Liab.

Fix. Chg. CDV.

Pas! Est'd 'os-'ua
Yrs. 10 '12-'14

8 . 5 % 5 . 0 %
3 . 0 % 2 . 5 %
1 . 0 % 2.5%
0 . 5 % Ni l
4.0 A 4 . 5 %

ANNUAL RATES Past
of dwmge (per sh) 10 Yrs.
Rev enues 7 . 0 %
"Cash Flow" 3 . 0 %
Ea m m gs 1 . 5 %
Dwldands 3 . 0 %
Book Va lue 3 . 0 %

Cal-
endar

QUARTERLY REVENUES (S mill)

Mar.31  Jun.30  Sep.30 Dec.31
Full
Year

zoos

2oo1

zoom

2009

2010

451.3

556.9

699.8

650

675

351.1 838.2

365.2 919.5
440.3 1040.8

400 1000

425 1050

1319.4

l a w

1595.7
1500

1550

2960.0

3175.3

3776.5

3550

3700

Cal-
endar

EAnmucs PER SHARE A

lh r . 3 1 Jun.30 Sep.30 Dec.31
Full
Year

zoos

2001

zoos
zo o s

2o10

.39

.32

.03

.25

.35

.19

.40

.54

.35

.45

1.30

1.22

1.05

1.00

1.10

.99

1.04

.91

.00

1.00

2.87

2.98

2.63

2.50

2.90

Cal-
endar

QUARTERLY UMDENDS PAIDs  I

Mar.31 Jun.3D $14.30 Dec.31

Full
Year

2005

2006

2007

goos

2009

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

1.86

1.86

1.85

1.85

1615.2

121.9

2298.1

136.4

2544.1

135.3

1897.4

128.0

34.7%

7.5%

34.8%

5.9%

33.5%

5.4%

31.0%

6.7%

35.5%

64.0%

32.7%

66.7%

a7.a%

51.7%

35.1%

54.5%

1230.1

1735.2

10612

1729.6

1180.1

1768.5

1128.9

1796.8

10.9%

15.4%

15.4%

13.7%

19.1%

191%

12.3%

18.5°/»
15.7°/.

12.2%

17.5'/»
17.5%

6.2%

60%

8.5%

56%

7.9%

58%

6.5%

63%

1.5%

ab%

2.1%

84%

2.3*
was

5.2%

6 5 *

5.4%

62°/a
3.6%

71%

3.0%

74%

4.5%

so%

Retained to Com Et

All Div 'd$ w nu PI'0f

5.5%

56%

i nduce  Tropica l Shipping subs idia ry  and severa l energy  re la ted

ventures. Divestled oil and gas E&P, ales. Has about 3,900 employ-

ees .  Ofhcas ld i redo rs  own  abou t 2 .2% o f  common s lack  (3108

proxy ) .  Cha i rman and Chie f  Exewli v e  Ofhc ec  Rus s  S lrobe l.  ln-

corpora lsd:  I llino is  Address :  1844 Ferry  Road.  Naperv i lle ,  lllinds

60563. Telephone: 830-305-9500. lnlemel: www.nioor.corn.

BUSWESS: Niger Inc. is a holding company with gas distribution as
l's  primary business. Serves over 22 mi llion customers In norlhem

and ameslan I llinois. 2008 gas delivered: 49811 Ba. ind. 222.6 Ba

lrnm lransponation. 200B gas sales (275.5 be): res ident ia l,  939' .

commercial. 654; indusVid_ 1%. Principal supplying dpelines: Natu-

ml Gas Pipeline,  Horizon Pipeline.  and TGPC. Cuneal operat ions

i n v e s t o r s  m o n i t o r  t h i s  s i t u a t i o n  s i n c e  i t
w i l l  l i k e l y  h a v e  a  h e a v y  b e a r i n g o n  t h i s
equals  per formance going forward.
We a v e  l o w e r e d  o u r  e s t i m a t e s  f o r

March 13, 2009

2009.  We look  for  the bot tom l ine to come
i n  a t  abou t  $2 . 50  a  s ha re ,  wh i c h  i s  nea r
t h e  p r o p o s e d  b a s e  b y  t h e  I CC .  T h i s  e s -
t i m a t e  a s s u m e s  n o r m a l  w e a t h e r  a n d  i s
s u p p o r t e d  b y  t h i s  u t i l i t y ' s  s t e a d y  c a s h
f low. However,  i f  the rate case is approved,
our  es t imates  may  prove tO be conserva-
t ive.
W e  a r e  i n t r o d u c i n g  o u r  e x p e c t a t i o n s
f o r  2010.  We l ook  f o r  t he  t op  and bo t t om
l ines  to bounce back  nex t  year .  The ship-
p ing bus ines s  s hou ld  begin  t o  s t rengthen
over  th is  t ime f rame.  Accord ingly ,  we es -
t imate earnings of  $2.90 a share.
T h i s  s t o c k  i s  r a n k e d  3  ( A v e r a g e )  f o r
T ime l i nes s .  N i c or ' s  p ros pec t s  a re  s ome-
wh a t  i l l - d e f i n e d .  g i v e n  t h e  p e n d i n g r a t e
case.  Thus,  we recommend most  investors
t ak e  a  wa i t -and-s ee  approac h .  Howev er ,
income-oriented accounts  should note that
t h i s  i s s u e  o f f e r s  a n  a t t r a c t i v e  d i v i d e n d
yield,  which is  above Lhe average for a nat-
ural  gas  ut i l i t y .
Richard Gal lagher

N i c o r  s t r u g g l e d  i n  t h e  s e c o n d  h a l f  o f
2008.  Mos t  recent ly ,  the company  pos ted
e a r n i n gs  o f  $ 1 . 0 5  a  s h a r e  i n  t h e  f o u r t h
quar ter ,  wh ich beat  our  es t imate but  s t i l l
f e l l  s h o r t  o f  t h e  p r i o r - y e a r  t a l l y .  R i s i n g
cos ts  coupled wi th the weak  economic  en-
v i ronment  weighed on GAS'  per formance.
A s  a  res u l t ,  annua l  s ha re  ne t  f e l l  be l ow
2007's mark of $2.98. Nicor cont inues to be
pressured by higher operat ing costs.
T h e  c o m p a n y  a w a i t s  a  d e c i s i o n  f o r  a
r a t e  c a s e  f i l e d  w i t h  t h e  I l l i n o i s  C o m -
m e r c e  C o m m i s s i o n  ( I C C ) .  G i v e n  r i s i n g
expendi tures ,  the ut i l i ty  f i led a case for an
ov era l l  i nc reas e  i n  ra t es .  N i c or  s eek s  t o
raise i t s  rate base by  $140.4 mi l l ion to re-
f lect  a return of  equity  of  11.15% . The new
rate would al low the company to bet ter ad-
j us t  t o  t he  c u r ren t  m ark e t  c ond i t i ons .  I n
r e s p o n s e ,  t h e  I C C  p r o p o s e d  a  b a s e  i n -
c reas e  o f  $68 . 8  m i l l i on ,  wh i c h  re f l ec t s  a
cost  of  equity  of  10. l7% . The proposal also
inc ludes  two rate mechanisms focused on
energy  e f f i c i enc y .  Management  i s  i n  t he
process of responding t o  t h i s  o f f e r .  A f t e r
this ,  Nicor and the 18C wi l l  move toward a
f inal  dec is ion,  which should be announced
t h i s  mont h .  A c c ord i ngl y ,  we  rec ommend

Target Price Range

Excl. i tems from dlsconlinued ops: `93, 4¢, 'IS, went plan available. (C) In millions Company's Financial Strength
Stock's  Pr ice Stabi li ty
Price Growth Pers is tence
Earnings Predictability

(A) Based on primary earnings thru. '96, then _
di luted. Excl. nonrecurring gains(loss): '97, 6¢, 30¢. Next egg. report due early May
98, 11¢, '99, 5¢; '00, (5136), '01, 16¢. 103 (B) Dividends historically paid mid February

(27¢), '04, ('52¢), '05, BD¢; '05, (1`l¢); '07 (13¢). May, August, November. l Div idend reinvest

© 20Dg_ Value Line Pubiishiné, inc All rigFh!5 reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind
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publication is srridly Io! subscribers own, nowcommerdal, imelda! use.
or used fur generating or marketing any printed or electronic publlcaliun,

I I I



NYSE-NWNN.W. NAT'L GAS 38.95RECENT
PRICE MT 14.3 (8:3:23;33;3)$E'»-§8%E 1.39

IADN'D
YLD 4 . 2 %

LUE
ONE

26.8
21.7

30.7
23.5

31 .3
24.0

34.1
27.5

39.6
32.4

43,7
32.8

52.8
39.8

55.2
37.7

45.7
38.8

y*

al. .lu
;:€3*"3'¢4

| al' I | 111
II 1" |

ll' Ii"
4_..--'

Lgiil ['l l a

2013

. u I qF"F'1 s' |I
l l  I

l 11
I I

n 11
24

w

»»4 •

24%

.,1. ;\| \\II
1 I .| I

1 .
..v\ I ¢ .I

IllH H ll fun ll
I |

H ll N l l lI H H! HH) ll I I ll Ill l ll
1993 1994 1995 1996 1997 1998 1999 2000 12001 z002 2003 2004 2005 2006 2001 2008 2009 2010 © VALUE LINE PUB., INC 1 2 -1 4

18.15
3.74
1.74
1.17

18.30

3.50

1.63

1.17

16,02

3.41

1.81

1.18

16.86

3.BS

1,97

1.20

15.82

3.72

1.76

1.21

16.77

3.24

1.02

1.22

1B.17

3.72

1,70

1 2 3

21.09

3.58

1.79

1.24

25,78

3,86

1.BB

1,25

25.07

3.65

1,62

1.25

23.57

3.85

1.75

1.27

25.69

3.92

1.85

1.30

33.01
4.34
2.11
1.32

37.20

4.76

2.35

1.39

39.13

5.41

2.76

1.44

39.17
5.29
2.58
1.52

39.60

5.60

2.75

1.58

41.50

5.85

2.85

1.66

Revenues per sh

"Cash Flovf' per sh

Earnings  perch A

Div'ds Dec!'d per sh B l

48.20

6.75

3.45

2.00

3.61

13.08

4.23

13.63

3.02

14.55

3.70

15.37

5.07

16.02

4.02

16.59

4.78

17.12

3 4 6

17,93

3.23

18.55

3 1 1

15.88

4.90

19,52

5.52

20.64

3.48
21.28

3.56

22.01

4.48

22.52

4.15

23.70

4.50

24.90

4.50

25.10

Cap'l Spending per s h

Book Value per sh

4.50

30.50

13.77 20.13 22.24 22.56 22.85 24.B5 25,DB 25,23 25,23 25.59 25.94 27.55 27.58 27.24 26.41 26.50 26.50 26.50 Common Shs 0uts t 'g c 28.00

12.9

.76

5.2%

13.0

.85

5.5%

12,9

.BE

5.7%

11.7

.73

5.2%

14.4

,BE

4.8%

26.7

1 .39

4.5%

14.5

.BE

510%

124
,BI

5.6%

12.9

,as

51%

17.2

.94

4 5 %

15.8

.90

4.5%

15.7

.88

4.2%

17.0

.91

3.7%

15.9

.86

3.7%

16.7
.89

3.1%

17.7

1.14

3.3%
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Avg Ann'l PIE Ratio

Relative P/E Ratio

Avg Ann'l Div 'd Yield

18.0

1.20

3.2%

CAPITAL STRUCTURE as of 12/31/08
Total Debt $760.0 mill.  Due in 5 Yrs $259.8 mill.
LT Debt $512.0 mill. LT interest $37.0 mill.

(Total interest coverage: 4.0x)

Pension Assets-12/07 $241 mill.
Oblig. $280 mill.
Pfd Stock None

Common Stock 26.5 mill. shares

MARKET CAP $1.0 bi llion (Mid Cap)

455.8

44.9

532.1

47.8

5503

50,2

841.4

43,8

811.3

46.0

707,e

50.6

91U.5

58.1

1013.2

65.2

1033.2

74.5

1037.9

58.5

1050

73.0

1100

75.5

Revenues (Sum)

Ne( Profit ($milI)

1350

96.5

35,4%

9.9%

35.9%

9.0%

35,4%

71%

34.9%

5.8%

33.7%

7.5%

34.4%

7.1%

36.0%

6.4%

35.3%

6.4%

37.2%

7.2%

36.9%

6.5%

37.0%

7.0%

37.0%

6.9%

Income Tax Rate

Net Profit Margin

37.0%

7.2%

45.0%

49.9%

45.1%

50.9%

43.0%

53.2%

47.5%

515%

497%

50.3%

46.0%

54.0%

47.0%

53.0%

46.3%

531%

46.3%

53.7%

44.9%

55.1%

47%

53%

47%

53%

Long-Term Debt Ratio

Summon Equity Ratio

47%

53%

B61_5

895.9

BB7.8

934.0

880.5

965.0

937.3

995.6

1006.5

1205.9

1052.5

1318.4

1108.4

1373.4

11165

14251

1105.8

1495.9

1140.4

1549.0

11s t

1600

1225

1660

Total Capital ($miII)

Net Plan! ($mill)

1400

1900

B.B%

9 1 %

9.9%

6.7%

9.8%

10.0%

6.9%

10.0%

10.2%

5.9%

8.9%

8.5%

5.7%

9.1%

9.0%

5.9%

8.9%

8.9%

6.5%

9.9%

9.9%

7.1%

10.9%

10.9%

8.5%

12.5%

12.5%

8.0%

11.2%

11.2%

8.0%

11.0%

11.0%

8.0%

11.0%

11.0%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

8.0%

11.0%

11.0%

2.8%

74%

3 4 %

70%

3.5%

67%

1.9%

73%

2.B%

72%

2.7%

69%

3.7%

63%

4.5%

59%

6.0%

52%

4.7%

59%

4.5%

57%

4.5%

58%

Retained to Com Eq

All Div'ds to Net Prof

4.5%

58%2007 121311082005

5 .9
4 7 4 . .
481 .0

94 .4
248 .0
208 .9

551 .3

3 9 3 %

6 , 1
2G8.8
274 .9

1 1 9 ,7
14B.1
122.1

389 .9

4 0 8 %

5 ,8
303 .0
308 .8

113.6
129.6

9B.3
341 .5

3 4 9 %

CURRENT POSITION
(SMILL)

Cas h As s e ts
Ot he r
Current  Asse ts

Acc ts  Payable
D e b!  D ue
Ot he r
Current L imb.

Fx.  Chg.  Cov .

Owns  loc a l underground s to rage .  Rev .  breakdown;  res ident i a l,

55%, commerc ia l,  28%, industr ia l,  gas t ransportat ion,  and other,

17%. Employs  1 ,130.  Barc lays  Globa l owns  6 .5% of  shares ,  o f -

Hcers and directors, 1.3% (4/OB proxy). CEO: Gregg S. Kantor, Inc.:

Oregon.  Address :  220  NW  2nd Ave . ,  Por t land,  OR 97209.  Te le -

phone: 503~226-4211. Internet: www.nwnatural.com.

BUSINESS: Northwest Natura l Gas Co, dis tr ibutes  natura l gas  to

90 communities, 682,000 customers, in Oregon (30% of customers)

and in southwest Washington stale. Principal cities served: Portland

and Eugene, OR; Vancouver, WA. Service area population: 2.5 mill,

(77% in OR).  Company  buys  gas  supply  f rom Canadian and U.S.

producers, has transportation rights on Northwest Pipeline system.

Oregon PUC in October. The new arrange-
ment should reduce earnings swings, as
Northwest will book only 10% or 20% of
the profit or loss on the cost of gas, down
from one-third through 2008.
Earnings from present operations will
probably rise steadily through 2012-
2014. Customer growth will likely contin-
ue to exceed the U.S. average of around
1% per year. Oregonls enlightened regu-
lations should protect Northwest from the
vagaries of the weather, and Washington
will probably institute a weather adjust-
ment clause, as well. Costs should rise at a
slower pace d'lan the customer roster. But
Two large projects could significantly
boost Northwest earnings by 2014. I f
regulators give all necessary approvals, a
gas storage project in California and a new
gas pipel ine in Oregon wi l l  come on
stream in 2011-2012. Together, they could
require over $525 million of investment by
Northwest. The company would have to
sell some stock, but the projects could add
at least $0.35 a share to our forecast.
These top-quality shares have solid
risk-adjusted total-return potential.
Sigourney 8. Romaine March 13, 2009

Northwest Natural's fourth-quarter
earnings gain was a bit above normal.
In the final period of 2008, the company
profited from its gas cost-sharing arrange-
ment in Oregon, where it had lost money
in the prior-year period. Operating and
maintenance costs declined 12%, year to
year, and the Oregon weather normaliza-
tion clause helped, as well, though it had
no effect on 2007 December-period profits.
Despite gas cost-sharing profit in the
fourth quarter, Northwest lost about $0.11
a share from the arrangement in 2008.
Customer growth, though, slowed to 1.6%
in 2008, well below the recent average.
Earnings wil l  l ikely rise n i c e l y  i n
2009. Northwest guided to a range of
$2.55 to $2.70 a share this year, but we
think the company will do a bit better.
Even though customer growth will proba-
bly be modest in 2009, Northwest should
continue to garner new accounts from cus-
tomers switching to gas from other sources
of heat. The revised gas cost-sharing sys-
tem in Oregon should also help, as the
company should benefit from gas prices
that are now well below last fall, North-
west's gas cost forecast is approved by the

ANNUAL RATES
of change (per sh)
Re v e nue s
"Cas h F lov t `
E a mi ngs
Div i dends
Bo o k Va lue

Pas t
10 Yrs.

8 . 5 %
3 . 0 %
3.0%
1.5%
3.5%

Est 'd '05-'07
In '12-'14

6 .5%
5.0%
7.0%
5 . 5 %
3 . 5 %

P a s t
Yrs.
8 . 5 %
5 . 5 %
5 . 5 %
2 . 0 %
3 . 5 %

Cal-
endar

QUARTERLY REVENUES (S mill.)

Niar.31 Jun.3D Sep.3D Dec.31
F all
Year

2005

2007

2008

20os

2010

336.9

331.7

349.2

340

355

114.9

124.2

109.7

120

125

171.0

1B3.2
191.3

200

210

390.4

394.1

387.7

3 9 0

410

1013.2

1033.2

1037.9

1050

1100

Cal-
endar

EARNINGS PER SHARE A

Mar.31 Jun.3D Sep.3D Dec.31
Full
Year

20oe

2007

2008
2009

2010

1.15

1.11

1 2 5
1.27

1.32

£1.35
d.22

d.3B
d.34

d.33

1.48
1.77

1.53

1.72

1.75

.07

.10

,DB
.10

. 1 1

2.35

2,76

2 5 8
2.75

2.85

Cal-
e nda r

QUARTERLY DIVIDENDS PAID B l

Mar.31 J un.3 0  Se p.3 0 Dec,31

Full
Year

.325

.345

.355

.375

.325
,345

.355

.375

.345

.355

.375

.395

.325

.345

.355

.375

.395

zoos

2005

zou7

200B

2009

1.32

1.39

1.44

1.52

Target Price Range

(C) In millions, adjusted for stock split
(A) Di luted earnings per share, Excludes non
re runing i t ems :  '98 ,  $0 .15 ,  '00 ,  $0 .11 ,  'oh
($0.06), '08, ($D.D3). Next earnings report due
early May

w 2009, Value Line Publisher Inc. All rights reserved, Factual material is obtained from sources believed Lu be reliable and is provided without wanranlies of any kind
THE PUBLISHER is NDT r:s§ponsiaLE FOR ANY ERRORS OR DMISSIONS HEREIN. non-commercial, inlemal use. No pan
al it may be reproduced, resold. stared Ur lransmined in any printed, eleclmnin Ur usher In rm. service or product

This publication is stricUy for subscribers own,
Ur used lot generating of marketing any primed nr elecunnic pub\ica\ion.



NYSE-PNYPIEDMONT NAT'L GAS 22.46RECENT
PRICE
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DIV'D
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VALUE
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2012-14 PROJECTONST
' I  t i

Price Gain "8etu?n°
High 45 (+100% 23%
Low 35 (+55% 16%
Insider Decisions

to Buy
Opiinns
tn Sell

A M J J A s 0 N D
0 0  0 o 0 0 0 1 0
o 0 o 0 0 0 0 0 D
o 0 D 0 D 0 D 0 1

Institutional Decisions
10200s 2u2om sauna

CB 97 B2
B5 77 96

36778 36BBB 3522B

u> Buy
in Sell
Hld'i[0MI

High:
Low:

18.1
13.9

18.3
14.3

19.0
14.6

19.0
13.7

22.0
16.6

24.3
19.2

25.8
21.3

2B.4
23.2

28.0
2z.0

35.3
21.7

32.0
22.4

§5 » q 'I
V$83

J. 'l

ll

2013

divided

2-for-1 split 11/04
Yes . .

pnorrecessuzn

LEGENDS .
1.40 x Dividends 9 sh

. Hg Jnteres Rate
Relative nee Strength

Oglions:
haded area:

Latest /ecesszhn began 12/07
_-u- -
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I
I
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l l 'Q
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I.
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,we h111111

*Q

1 yr.
3 vr.
S i r .

% TOT. RETURN 2/09
THIS VLARITH.

STUCK INDEX
1.7 -44.9
9.3 -44.1

39.8 -29.4

Percent
shares
traded

7.5
5

2.5

I1 l  I I I I .l. I I I , .{.I\1.:l ;Lil.. H \

h I inI \ H

I I I .I
l l
l l

I
I

ll
HH

:Hill
lIHII

| it I I I I:I I II ll II I l l
2004 2 0 0 6

19.95

2.31

1.27

.as

25.80

2.51

1.28

.95

1.85

11.15

2.74

11.83

76.67 74.61

16.5

.88

4.1%

19.2
1.04

3.9%

1529.7

95.2

1924.8

97.2

35.1%

6.2%

34.2%

5.0%

43.6%

56.4%

48.3%

51.7%

1514.9

1B49.B

1707.9

2075.3

7.8%

11.1%

11.1°/»

7.2%

11.0%

11.0%

. | I. 11 I  I |
I I

I l l

I I I I I
I
I

I I
I ll

IO

III |

1 9 9 3 1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8 1999
10.57

1.14

.73

.pa

10.82

1.13

.so

.51

8.75

1.25

.73

.54

11.59

1.49

.as

.57

12.84

1.62

.93

.61

12.45

1.12

.98

.64

10.97

1.70

.93

.58

1.5B

5.45

1.95

5.68

1.72

6.16

1 .64
6.53

1.52

6.95

1.4a

7.45

1.  a

7.86

52.30 53.15 57.67 59.10 60.39 61.4a 62.59

15.4

.91

4.3%

15.7

1.03

4.8%

1 3 8

.92

5.4%

13.9

.B7

4.9%

13.6

.78

4.8%

16.3

.as

4.0%

17.7

1.01

4.1%

2000
13.01

1.TII

1.01

.12

1.65

8.26

$3.83
14.3
.93

5.0%

B30.4

64.0

34.7%

7.7%

46.1%

53.9%

978.4

1072.0

8.3%

12.1%

12.1%

2001
17.05

1.a1

1.01

.75

1 .29
8.63

64.93
16.7

8 6

4.5%

1107.9

65.5

34.6%

5.9%

47.6%

52.4%

1069.4

1114.7

1.9%

11.7%

11.7%

2002 2003
18.14

2.04

1.11

,oz

12.57

1.a1

.85

, t o

1.21
s.s1

1.16

9.36

66.18 87.31

18.4
1.01

4.6%

16.7

.95

4.4%

832.0

62.2

1220.8

14.4

33.1%

7.5%

a4.a%

6.1%

43.9%

56.1%

42.2%

57.8%

1051.6

115a.5

1090.2

1B12.3

7.8%

10.6%

10.6%

11.6%

11.8%

11.8%

2005
22.96

2.43

1.32

.91

2.50

11.53

76.70

17.9

.95

3.B%

1761.1

101.3

33.7%

5 . 8 *

41.4%

58.6%

1509.2

1939.1

82%

11.5%

11.5%

2007
23.37

2.64

1.4c

.99

1.B5

11.99

73.23

18.7

.99

3.B'L

1711.3

104.4

3 3 .0 *

8.1%

48.4%

51.6%

1703.3

2141.5

7.8%

11.9%

11.9%

2008 2009 2010 o VALUEUNE PUB. mc 12-14
28.52
2.77
1.49
1.03

29.25

2.s5

1.60

1.05

30.15
3.05
I a
1.10

Revenues per sh *

"Cash Flow' per sh

Eamings per s h  |

Div 'ds Ded'd per sh °l

33.15

3.40

2 1 5

1.25

2.47
12.11

MY
1z.s5

2.10

13.45

Cap'l Spending per sh

Book Value per sh °
zs
fas

73.25 13.50 73.50 Common Sh:0u\s t 'g E 73.00

18.2

1.15

3.8%

Bold ng
w
eslln

was an
Ume
ally

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Annl Div 'd Yield

11.0

1.50

1.1%

2089.1

110.0

2150

120

2215

135

Revenues ($miII) A

nm Profit (sum)
2420

155

36.4%

5.3%

25.0%

5.5%

35.0%

6.0%

Income Tax Rate

Nu Pro l l t Margin

35.0%

6.5%

47.2%

528%

51.0%

4a.ox

49.5%

50.5%

Long-Term Debt Ratio

Common Equity Ratio

47.0%

53.0%

1681.5

2240.8

1900

2250

1955
2300

mol capital (smile
Net Plant ($mill)

21st

z4so

8.2%

12.4°/n

12.4%

7.5%

12.5%

12.5%

s.5%

13.5%

13.5%

Recur on Total Cap'l

Recur on Shr. Equity

Return on Com Equity

8.5%

13.5%

13.5%

CAPITAI. STRUCTURE as of 10131105
Total Debt $12a0.8 mill. Due in 5 Yrs s1s0.0mill.
LT Debt $794.3 mill. LT Interest $55.5 mill.
(LT interest earned: 4.0x; lolal interest coverage:
3.7x)

Pension Assets-10l085150.3 mill.
Oblig. $143.5 mill.

Pfd Stock Name

Common Stock 73.260572 she.
as cl12/1 ams
MARKET CAP: $1.7 billion (Mid Cap)

2007 101311082005

7 . 5
4 2 7 .8
4 3 5 . 3

1 4 3 .6
195.0
7 5 . 9

4 2 4 .5

3 0 9 %

8 .9
457.1
4 7 5 .0

80 .3
1 7 0 .0
150.1
400.4

3 2 3 %

7 .0
593 .8
600 .8

1 3 2 .3
4 3 6 .5
112.7
sa1 .5

3 4 1 %

CURRENT POSITION
($lln.L)

Cash Assets
Other
Current Assets

Aces  Payab le
De b i Due
Other
Current Limb.
Fix.  chg. Gov .

Pas! Est'd 'IIG-'08
s Yrs. IQ '12-'14
1 0 . 0 % 4 . 0 %

7 . 0 % 4 . 5 %
6 . 5 % 7 . 5 %
4 . 5 % 3 . 5 %
6 . 0 % 5 . 0 %

ANNUAL RATES
of change (vet sh)
Rev enues
"Cash Flow"
Egrpings
Duvudands
Book Va lue

Past
10 Yrs.

7 . 5 %
5 . 0 %
4 . 5 %
5 . 0 %
5.5 / ,

Fiscal
Year
Ends

ouAn1eRLy Revenues ll mill.) A
Jan.31 Apr.J0 JUI.31 001.31

Full
FlscaI
Year

2006

2007

2008

2009

2010

921.4

677.2

788.5

8 1 5

8.10

282.2

278.2
311.7

320

.740

483.2

531.5

534.2

ass

670

237.9

224.4

354.7

360

375

1924.7
1711.3

20B9.1

2150

2215

Fiscal
Year
Ends

EARNWGS PER SHARE A B F
J1n.31 Apr.3D Jul.31 OcL31

Full
Fiscal
Year

zoos

2o07

zoos

2009

2010

d.08

d.11

d.18

1111

d.03

.5 1

.69

.as

.68

.70

d.16
d.12

d.10

1110

d.02

.94

.94

1.12
1.13

1.15

1 2 7
1.40

1.49

1.60

1 8 0

Cal-
endar

QUARTERLY DNIDENDS PAID Cl

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2005

20os

2007

zoos

2009

.23

.24

.25

.26

.23

.24

.25

.25

.215

.23

.24

.25

.28

.23
.24

.25

.26

.91

.95

.go
1.03

3.3%

72%

3.5%

71%

3.0%

75%

1.7%

83%

3.1%

74%

31 ' / .

68%

3.6%

CB"/»
2.8%

74%

3.5%

70%

3.9%

69%

4.0%

57%

5.0%

62%

Retained to  Com Et

All Div 'ds to NetP M

6.0%

57%

BUSINESS: Piedmont  Natura l Gas  Company  is  pr imar i ly  a  regu-

la ted na t lrd gas  dis t r ibuto r .  se rv ing over  935 ,724  cus tomers  in
North Carolina, South Carolina. and Tennessee. 20oa revenue mix:

residential (39%), canmordal (24%), industrial (12%), usher (25'/).

Pr indpd supplie rs :  Transco and Tennessee Pipe line .  Gas  cos ls :

73.5% d revenues .  'up depress  ra te :  32%. Es t imated plant  age:

B.7 years. Non-regulated operations: sale al gas-powered healing

equipment; natural gas brokering, propane sales. Has about 1.833
employees Off icers  & di rec lnrs  own about 1.1% of common s tock

(1109 vfwwl. Chairman, CEO. & President: Thomas E. Skains. Inc.:
NC. redress: 4720 Piedmont Row Drive. CharleNe. NC 28210. Tel-

ephone: 704-364-3120. lntemel: www.piedmonlng.com.

March 13 200.9

tapered grower in new accounts. And
while these metrics are sti l l  relatively
steady, the state of the regional economy
suggests customer growth may slow fur
thee in the months to come. However, cost-
cutting efforts ought to offset the slow-
down and augur well for the bottom line,
contributing to a share-net advance of
roughly 7%.
We have introduced our 2010 earnings
estimate at $1.80 a share. The continued
utilization of Piedmont's Hardy Storage fa-
cility should provide a nice avenue for ex-
pansion next year. Meanwhile. it's only a
matter of time before natural gas prices
trend higher. And in the longer term. the
Robeson liquefied natural gas storage
project is slightly ahead of schedule and on
budget to be in service by 2012.
These neut ral ly ranked shares may
appeal to income-oriented accounts.
Since our December review, they have
declined approximately 21%. They steel] do
not offer much in the way of capital appre-
ciation potential. However, the recent
downturn provides a more attractive entry
point to this good yielding stock.
Bryan Fung

Piedmont Natural Gas f inished f iscal
2008 (ended October 31st) with solid
results, despite the difficult economy.
Revenues advanced 22% due to higher sys-
tem throughput volumes, as wet] as addi-
tional customer accounts at the utility seg-
ment. However, the bottom-line increase
was moderated owing to weaker contribu-
tions at the Southstar Energy Services
unit. But progress was made.
The January-period bottom line came
in sl ight ly above the pr ior year.  The
top line benefited from additional custom-
ers in the residential, commercial, and
conversion markets. Meanwhile, the
Hardy Storage facility has begun to gain
traction. It recently boosted its contribu-
tion to income by more than 20%. Margins
were impacted last year because of declin-
ing natural gas prices, and a greater gas
storage writedown than management ex-
pected. More recently, indications are that
prices may start to help widen margins
and boost earnings contributions from the
nonutility portion of PNY's business mix.
Sti l l ,  economic headwinds may veg
on this year's growth prospects. he
past couple of quarters have experienced

on(C) Dividends hisiori lay paid mid-January.
Aped, July, Odobef.
I Div'd reinvest. planavailable, 5%discount.
(D) Includes defined charges. in 2008: s1s.a

19,7
11.8

Target Price Range
z o l z 2014

BD

60
50
40

30
25
20

15

10

_7_5

nu
mm

686 . 5

58 .2

39.7%

8.5%

46 . 2%

53.8%

914 . 7

1047 . 0

8 .1%

11.8%

11.8%

_
_

Company'sFinancialStrength
Stock'sPrice Stability
PriceGrowth Persistence
EarningsPredictability

B++
100

(A) Fiscal year ends October 31st. million, 22¢lshare.
(B) Diluted earnings. Exd. exlraordinanf item: (E) In millions, adjusted for stock split.
'00, 8»¢. Excl. nonrecurring charge: '97, 2¢. (F) Quarters may not add to total due to
Next eamirrgs repurl due early May. change in shares outstanding.
© 2009, Value Line Publishirg, inc All rigs reserved. Factual material is obtained from sources believed to be reliable and is provided wiihom warranties d any kind.
THE PUBLISHER fS NOT RE PONSIBLE GR ANY ERRORS OR UMISSIONS HEREIN. This nawcummerdal, internal use. No pan E
Rf it may be reproduced, resold, slurred of lransmiiled in any printed, eleclrunt or other lam. or use for service or product.
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13.8
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14.1
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15.3

26.5
19.7

32.4
24.9

34.3
25.6

41.3
31.2

40.6
25.2

40.B
32.8

High:
Low:

15.4
11.0

15.4
10.82
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1 7 . 0 3

1 .54

J o

. 7 2

1 7 . 4 5

1 . 3 5

.61

, 7 2

1 6 .5 0

1 .5 5

.BE

.72

1 5 5 2

1 . 5 4

.BE

7 2

1 6 .1 8

1 .6 0

.BE

.72

2 0 . 8 9

1 .44

.6 4

1 2

1 7 . 5 0

1 . 8 4

1 .0 1

.72

2 2 . 4 3

1 .9 5

1 .0 5

. 7 3

3 5 . 3 0

1 .9 0

1 .1 5

.7 4

2 0 . 6 9

2 . 1 2

1 . 2 2

. 7 5

2 5 .3 4

2 . 2 4

1 . 3 7

. 7 8

29 .51

2 .4 4

1 . 5 8

. 8 2

31 .78

2 . 5 1

1 .7 1

.86

3 1 , 7 5

3 . 5 1

2 . 4 6

. 9 2

3 z s o

3 . 2 0

2 . 0 9

1 .0 1

1 .B7

7 . 1 7

1 . 9 3

7 2 3

2 , 0 8

7 ,3 4

2 0 1

a n s

2 .30

6 . 4 3

3 . 0 6

6 . 2 3

2 . 1 9

6 .7 4

2 .21

7 . 2 5

2 . 8 2

7.B1

3 . 4 7

9 . 6 7

2 . 3 6

1 1 . 2 6

2 . 6 7

1 2 .4 1

3 , 2 1

1 3 . 5 0

2 . 5 1

1 5 .1 1

1 .BB

1 6 .2 5

1 9 . 6 1 2 1 , 4 3 2 1 .4 4 2 1 . 5 1 2 1 .5 4 2 1 . 5 6 2 2 . 3 0 2 3 . 0 0 2 3 . 7 2 2 4 . 4 1 2 6 . 4 6 2 7 . 7 6 2 8 . 9 8 2 9 . 3 3 2 9 . 6 1

1 5 . 8

. 9 3

5 .9 %

1 6 , 1

1 . 0 6

7 .4 %

1 2 ,2

.B2

7 .2 %

1 3 ,3

,BE

5.4%

1 3 .8

.BO

6.1%

2 1 . 2

1 .1 0

5.3%

1 3 . 3

. 7 6

5 .4 %

1 3 . 0

. e s

5.2%

1 3 .5

,70

4.7%

1 3 . 5

.7 4

4 . 6 %

1 3 . 3

. 7 6

4 .3 %

1 4 .1

.7 4

3.7%

1 6 .6

. 8 8

3 0 %

1 1 .9

.6 4

3 .2 %

1 7 .2

.91

2 8 %

2008
3 2 . 3 6

3 . 2 7

2 . 2 7

1 . 1 1

2 0 8

1 7 . 3 3

2 9 . 7 3

1 5 .9

. 9 8

3 .1 %

9 5 2 . 0

5 7 . 9

4 3 . 3 %

7 ,1 %

3 9 .2 %

6 0 .8 %

8 4 8 . 0

s a y s

8 .5 %

13.2%

13.2%

3 2 . 8 0

3 . 5 0

2 . 4 5

1 . 2 0

3 3 . 5 5

3 , 6 5

2 , 5 5

1 . 2 a

Re v e n u e s  p e r  s h

" Ca s h  F l o w "  p e r  s h

E a r n i n g s  p e r  s h  A

D i v ' d s  D e d ' d  p e r  s h  B l

3 6 . 3 5

4 . 2 0

3 . 1 0

1 . 5 0

2 . 2 5

1 8 . 3 5

Z 4 0

1 9 . 3 5

Ca p ' I  Sp e n d i n g  p e r  s h

Bo o k  Va l u e  p e r  s h  c

2 . 9 0

2 1 .2 0

3 0 . 5 0 3 1 . 0 0 C o m m o n S h s  0 u t s t ' g  o 3 3 . 0 0

Bold Hg
Value
esl in

:res are
Ume
a le s

Av g  An n ' l  P IE  Ra t i o

Re l a t i v e  PIE Ra t i o

Av g  An n ' l  D i v ' d  Y i e l d

1 4 . 0

. 9 5

3 .5 %

1 0 0 0

7 5 . 0

1040
80.0

Revenues ($milI)
Net Profit ($milI)

1 2 0 0

1 0 0 . 0

4 0 . 0 %

7 . 5 %

4 0 . 0 %

7.7%

In c o me  T a x  Ra te

Ne t  Pr o f i t  M a r g i n

4 0 .0 %

8 .3 %

4 0 .5 %

5 9 .5 %

4 0 .5 %

59.5%

L o n g ~T e r m De b t  Ra t i o

C o m m o n  E q u i t y  R a t i o

4 0 .5 %

5 9 .5 %

9 4 5

1 0 1 5

1010
1040

Total Capital ($mill)
Net Plant ($mill)

1 1 7 5

1 2 2 0

9 .0 %

13.5%

13.5%

9.0%

13.5%

1 3 . 5 %

Re t u r n  o n  T o t a l  Ca p ' l

Re t u r n  o n  Sh r .  Eq u i t y

Re t u r n  o n  Co m  Eq u i t y

10 .0%

14.5%

14.5%

3 9 2 5

2 2 . 0

5 1 5 . 9

2 4 . 7

B37.3

2 6 . 8

505 .1

2 9 .4

6 9 6 . B

3 4 . 6

8 1 9 . 1

4 3 . 0

9 2 1 . 0

4 8 . 6

9 3 1 4

7 2 . 0

9 5 6 .4

6 1 .B

4 2 . 8 %

5 .5 %

4 3 .1 %

4 .8 %

4 2 . 2 %

3 . 2 %

41.4%

5.8%

4 0 .6 %

5 .0 %

4 0 .9 %

5 .2 %

4 1 .5 %

5.3%

4 1 .3 %

7 .7 %

4 1 .9 %

6.5%

5 3 .8 %

3 7 .0 %

5 4 .1 %

3 7 .6 %

57.0%

35.9%

53,6%

4 5 4 %

5 0 ,8 %

4 9 .0 %

4 8 .7 %

5 1 .0 %

4 4 .9 %

55.1%

4 4 .7 %

55.3%

4 2 .7 %

57.3%

4 0 5 . 9

5 3 3 . 3

4 4 3 . 5

5 6 2 . 2

516 .2

6 0 7 , 0

512_5

6 6 6 . 6

6 0 8 .4

7 4 8 . 3

6 7 5 . 0

7 9 9 . 9

7 1 0 . 3

8 7 7 . 3

BD1.1

9 2 0 . 0

8 3 9 . 0

9 4 8 . 9

7 .4 %

11.7%

1 4 . 6 %

7 .4 %

12.1%

1 4 3 %

6.9%

12.1%

12.8%

7 .5 %

12.4%

12.5%

7 .3 %

11.5%

11.5%

7 .9 %

12.4  A

12 .5%

8.3%

12.4%

12.4%

10.1%

18.3%

16.3%

8.6%

12.8%

12.8%

C A P I T A L  S T R U C T U R E a s  o f  1 2 / 3 1 / 0 8
T o t a l D e b t  $ 5 7 0 , 4  m i l l .  D u e  i n  5  Y r s  $ 3 0 2 . 7  m i l l .
L T  D e b t $ 3 3 2 3  m i l l . L T  I n t e r e s t $ 1 7 . 0  mi l l .

( T o t a l  i n t e r e s t c o v e r a g e : 6 . 0 x )

P e n s i o n A s s e t s - 1 2 / 0 8  $ 8 8 3 mi l l .
O b l i g .  $ 1 4 2 . 7  m i l l .

P f d  S t o c k  n o n e

C o m m o n S t o c k 2 9 , 7 3 8 , 2 5 6  c o m m o n  s h e .

a s of 2123109

M A R K E T  C A P :  $ 1 . 0  b i l l i o n ( M i d  C a p )

2 0 0 7  1 2 / 3 1 / 0 82 0 0 s

7 . 9
3 6 3 8
3 7 1 . 7

1 0 1 . 6
1 9 7 . 0
1 2 4 2
4 2 2 . 8

5 2 7 %

5 . 8
4 2 9 . 3
4 3 5 . 1

1 2 0 . 2
2 3 7 . 6
1 4 2 . 1

4 9 9 . 9

5 9 8 %

1 1 . 7
3 1 6 . 6
3 2 8 . 3

1 0 1 . 2
1 1 8 . 4
1 0 8 . 7
3 2 8 . 3

4 7 6 %

C U R R E N T  P O S I T I O N
( $ m l L L .

C a s h  A s s e t s
O t h e r
C u r r e n t  A s s e t s

A c c t s  P a y a b l e
D e b t  D u e
O t h e r
C u r r e n t  L i m b .

F i x .  C h g .  C o v .

P a s t
s Y m .

4 . 0 %
9 . 0 %

1 2 . 5 %
4 . 5 %

1 2 . 5  A

E s t ' d  ' 0 S ~ ' 0 8
to .12. '14

2 . 0 %
4 . 0 %
5 . 5 %
7 . 0 %
4 . 5 %

P a s t
ID Y rs .

7 . 0 %
7 . 0 %
9 . 5 %
2 . 5 %
7 . 5 %

A N N U A L R A T E S
of derange (per sh)
R e v e n u e s
" C a s h  F l o w "
E a m i n g s
D i v i d e n d s
B o o k  V a \ u e

C al-
enda r

QUARTERLY REVENUES (S mill.}
M a r . 3 1  J u n . 3 D  Se p . 3 0  D e c . 3 1

F u l l
Y e a r

2 0 0 6

2 0 0 7

2 0 0 B

2 0 0 9

2 0 1 0

1 5 3 . 8

1 7 1 . 7

1 3 5 . 8

1 6 0

1 7 0

3 7 2 . 6

3 6 8 . 4

3 4 B . 1

3 6 5

3 7 5

1 5 4 . 7

1 5 6 . 2

2 1 0 . 4

2 0 0

2 1 0

2 5 0 . 3

2 6 0 . 1

2 6 7 . 7

2 7 5

2 8 5

9 3 1 . 4

9 5 6 . 4

9 6 2 . 0

1 0 0 0

1 0 4 0

C a l -
e n d a r

EARNINGS PER SHARE A

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1
F u l l

Y e a r

2 0 0 5

2 0 0 7

2 0 0 B

2 0 0 9

2 0 1 0

. 6 9

. 6 3

. 6 7

. 7 0

. 7 5

. 2 0

. 2 1

. 2 6

. 3 0

. 3 5

1 . 0 6

1 . 3 0

1 . 3 2

1 . 3 5

1 . 4 0

. 5 1

d . 0 5

. 0 4

. 1 0

. 1 5

2 . 4 6
2 . 0 9

2 . 2 7

2 . 4 5

2 . 6 5

C a l -
e n d a r

QUART ERL Y  DIVIDENDS PAID B.

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1

F u l l
Y e a r

2005

2005

2007

2008

2009

. 2 1 3

. 2 2 5

. 2 4 5

. 2 7 0

. 4 3 B

. 4 7 0

. 5 1 5

. 5 6 8

. 2 1 3

. 2 2 5

. 2 4 5

. 2 7 0

. BS

. 9 2

1 . 0 1

1 . 1 1

4 . 2 %

7 2 %

4 .8 %

6 7 %

3.5%

76%

4 .7 %

62%

5 .0 %

5 7 %

5 .9 %

5 2 %

6.2%

50%

1 0 2 %

3 7 %

6 .7 %

4 8 %

6 .8 %

4 9 %

7 .0 %

4 9 %

6.5%

50%

Re t a in e d  t o  Co m Eq

Al l  Div 'ds  to  Net  Pro f

7 .0 %

5 0 %

i n c l u d e :  S o u t h  J e r s e y  E n e r g y ,  S o u t h  J e r s e y  R e s o u r c e s  G r o u p ,

M a r i n a  E n e r g y ,  a n d  S o u t h  J e r s e y  E n e r g y  S e r v i c e  P l u s .  H a s  S 0 2

e m p l o y e e s . Of f . l d i r .  c o n t r o l  1 . 0 %  o f  c o m .  s h a r e s ,  D i m e n s i o n a l  F u n d

A d v i s o r s ,  6 . 5 % ,  B a r c l a y s ,  6 . 1 %  ( 3 / 0 8  p r o x y ) .  C h r m n .  &  C E O :  E d -

w a r d  G r a h a m .  l n c o r p . :  N J .  A d d r e s s :  1  S o u t h  J e r s e y  P l a z a ,  F o l s o m ,

NJ  0 8 0 3 7 .  T e l . :  6 0 9 ~ 5 6 1 » 9 0 D0 .  In t e r n e t :  w w w . s j i n d u s t r i e s . o o m.

B U S IN E S S :  S o u t h  J e r s e y  I n d u s t r i e s ,  I n c .  i s  a  h o l d i n g  c o m p a n y .  I t s

s u b s i d i a r y ,  S o u t h  J e r s e y  G a s  C o . ,  d i s t r i b u t e s  n a t u r a l  g a s  t o

3 4 0 , 1 3 6  c u s t o m e r s  i n  N e w  J e r s e y ' s  s o u t h e r n  c o u n t i e s ,  w h i c h

c o v e r s  a b o u t  2 , 5 0 0  s q u a r e  m i l e s  a n d  i n c l u d e s  A t l a n t i c  C i t y ,  G a s

r e v e n u e  m i x  ' O B :  r e s i d e n t i a l ,  4 6 % ,  c o m m e r c i a l ,  2 3 % ,  c o g e n e r a t i o n

a n d  e l e c t r i c  g e n e r a t i o n ,  6 % ,  i n d u s t r i a l ,  2 5 % .  No n » u t i l i t y  o p e r a t i o n s

capital spending on various utility infra-
structure projects. The company is seeking
to recover, and earn a return on, this in-
vestment through higher rates. The second
petition proposes a $17 million Energy Ef-
ficiency Tracker that encourages energy
conservation while allowing SJG to earn a
competitive return. In addition, South Jer-
sey plans to file a base rate case in early
2010, which will reflect approximately
$380 million in capital investment since
the last filing.
The company leased out its interest in
the Marcellus Shale. It has formed an
agreement with an exploration and prod-
uction company to develop the deep
mineral rights on over 21,000 acres of the
Marcellus Shale in western Pennsylvania.
This movewill allow South Jersey to real-
ize the value of this asset without incur-
ring the costs of drilling the acreage itself.
This stock is timely.Earnings and dive
end growth should continue to 2012-2014.

However, this appears to be partly
reflected in the current quotation, The
yield on this good-quality issue is also be-
low the average of the gas utility group,
MichaelNapoli, CPA March 13,2009

Shares of South Jersey Industries
have held up well in recent mondls.
The company reported a solid bottom-line
advance for the fourth quarter and full-
year 2008. Its nonutility operations posted
healthy growth at the Asset Management
Hz Marketing unit. The utility segment has
also benefited from increased customer
conversions to natural gas and higher
margins on off-system sales. The customer
base increased by roughly l.3% in 2008,
despite a considerable slowdown in the
new housing construction market.
The company has attractive prospects
for the coming years. Natural gas
remains the fuel of choice in the markets
served by South Jersey Gas, where the
fuel enjoys a significant price advantage
over alternatives. Moreover, healthy per-
formance should continue at South Jer-
sey's nonutility operations. Overall, share
earnings will probably advance at a nice
clip in 2009.
South Jersey Gas recently filed two
petitions with the New Jersey Board
of Public Utilities advancing economy»
in stimulus plans. The first accelerates
into 2009 and 2010 roughly $100 million of

B + +

1 0 0
9 5
7 5

C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
S t o c k ' s Pr i c e  St a b i l i t y
P r i c e  G r o w t h  P e r s i s t e n c e
Ea r n i n g s  Pr e d i c t a b i l i t y

0 subscribe tal1j-#00839004.

'06,  ($0.02)  '07 $0.01.  Earnings may not  sum

disco f l.  ops.: '99, ($0.02), '00, ($0.04), '01,
($0.02),  '02, ($0.04),  '03, ($0.09)- '05 ($0.02),

due to rounding' Next  egg. report  due late

15.1
12 . 3

Target Price Range
2012 2014

80

60
50
40

30
25
20

15
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- 7 . 5

um
4  2 - 1 4

(A)  Based on GAAP EPS through 2006,  eco- Aprillear ly May. (B) Div'ds paid early Apr. ,  Jul. ,
comic earnings ihereaf ler.  GAAP EPS: `07, Oct . ,  and late Dec.  l Div.  reinvest .  plan avail.
$2.10. 'OB. $2.58. Excl. nonrecur. gain (loss): (C) Incl.  regulatory assets. In 2008: $270.4
'01, $0.13, 'OB, ($0.70) Excl gain ( losses) from mill. ,  $9.10 per shi. (D) In millions, adj. for split .
° 2009, Value Line Publishing, inc. All rights resewed. Factual material is obtained from sources believed lo be reliable and is provided without warranties of any kind.
THE PUBLISHER lS NOT RE PONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. non-sommercial, internal use, No pan
of it may be reproduced. resold. lured or uansmined in any primed, elewunin nr other form. service or product

Wis WIica&nn is str ictly for subscriber's own,
nr use for generating of marketing any primed nr elenrunic pubhcaliun,
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2012-14 PROJECTIDNS
Ann'I Total

Return
2 5 %
1 7 %

Price Gain
High 4 0 (-4-120%
Low 3 0 ( + 6 5 %

In s id e r  D e c is io n s

in Buy
Dplions
to Se!!

A M J J A S D N D
0 0 0 0 0 2 1 1 0
0 1 0 0 0 0 0 0 0
0 3 0 0 0 2 0 0 0

In s t i t u t io n a l  D e c is io n s
1Q2MB 292008 3DzliD8

BD 85 SO
BB 65 7 4

34495 34150 33669

w Buy
Io Sell
Hld's[0Dil

High:
Low:

26.9
17 .3

29.5
20.4

I/c4

24.7
18.6

25 .3
18.1

23.6
19.3

26.2
21.5

28.1
23.5

39.4
26.0

39.9
26.5

33.3
21.1

26 .4
18 .1
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INDEX
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1 yr.
3 yr.
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2001 2002 2003 2004 2005

42.sa

4.19

1.15

.82

39.SB

5.01

1.15

.B2

35.96

5.11

1.13

.82

40.14

5.57

1.66

.82

43.59

5.20

1.25

.oz

8.17

11.21

8.50

11.91

7,03

18.42

s.2a

19.18

7.49

19.10

32.49 33.29 34.23 36.79 39.33

19.0

.97

3.8%

19.9

1.09

3_5*

19.2

1.09

3.8%

14.3

.76

3.5%

20.6

1.10

3.2%

1396.7

37.2

1320.9

38.6

1231.0

38.5

1477.1

58.9

1714.3

4a.1

34.5%

2.7%

32.8%

2.9%

30.5%

3.1%

34.8%

4.0%

29.7%

2.5%

56.2%

39.6%

62.5%

34.1%

66.0%

34.0%

64.2°/»
35.8%

63.8%

36.2%

1417.6

1825.6

1748.3

1979.5

1B51.6

2175.7

1958.5

2336.0

2076.0

2489.1

5.1%

6.0%

6.6%

4.3%

5.9%

6.5%

4.2%

s.1%

6.1%

5.0%

&3%

B.3%

4.s%

6.4%

6.4%

I

I
I

I I II
111

I
1993 1994 1995 1996 1997 1998 1999

25.68

3.24

.as

.74

2s.16

5.09

1.22

. t o

23.03

2.65

.10

.82

24.09

3.00

.25

.82

26.73

a.a5

.77

.82

30.17

4.4a

1.s5

.as

30.24

4.45

1.21

.a2

5.4a

15.96

6.64

15.38

6.79

14.55

a.19

14.20

6.19

14.09

6.40

15.67

7.41

16.31

21.00 21.28 24.47 26.73 27.a9 30.41 30.99

26.5

1.51

4.4%

14.0

.92

4.7%

NMF

NMF

5.4%

NMF

NMF

4.7%

24.1

1.39

4.4%

13.2

.as

3.8%

21.1

1.20

3.1%

2000
32.51

4.51

1.21

.82

7.04

1G.B2

31.71

16.0

1.04

4.2%

1034.1

38.3

26.2%

3.7%

6 0 2 %

35.8%

14B9.9

16B6.1

4.6'/n

5.5%

7.2%

2005
48.41

5.97

1.98

.82

B27

21.58

41.77

15.9

.86

2.s%

2024.7

80.5

37.3%

4.0%

608%

39.4%

2287.8

2sss.1

5.5%

8.9%

8.9%

2007
50.2B

6.21

1.95

.BS

7.96

22.98

42.a1

17.3

.92

2.8%

2152.1

83.2

36.5%

3.9%

58.1%

41.9%

2349.7

2845.3

5 5 %

8.5%

5.5%

200s 2009 2010 o VALUE USE PUB., mc

48.53

5.75

1.39

.90

44.45

5.05

1.50

.95

46.75

5.65

1.85

1.00

Revenues per sh

"Cash Flow" per sh

Earnings per sh A

Div 'ds Ded'd pa' sh 'It

55.00

7.50

2.30

1.15

6.79

23.45

7.00

14.45

1.20
25.00

Cap'l Spending w sh
Book Value per sh

9.00
26.00

44.19 45.00 4s.0o Common Shs 0ulst 'g  c 50.00

20.3

1.25

3.2%

Bold lag
W M
lslln

ans are
U l a
: h e

Avg Ann'I  PE Ratio

Relative PE Ratio

Av g Am' I  D i v ' dmi a

15.0

1.00

1 3 %

2144.7

81.0

2000

57.5

2150
85.0

Revenues ($mill)
nu  P r o f i t  l imn)

2750

115

40.1%

2.8%

35.0%

3.4%

38.0%

4.0%

Income Tax Rife

Net Profit Margin

35.0%

4.2%

55.3%

44.7%

53.5%

46.5%

52.5%

47.5%

Long-Term Debt Ratio

Common Equity Ratio

51.0%

49.0%

2323.3

2983.3

2375

31W

z4zs

3250

ram Capital (sminl
Net Plant ($miIII

basso

S m

4.5%

5.9%

5.9%

4.5%

6.0%

6.0%

5.5%

7.5%

7.5%

Return on Total Cap'I

Recur on Shi. Equity

Rel um on Com Equity

6.0%

9.0%

9.0%

CAPITAL STRUCTURE as of 1281101

Total Debt $134s.3 mil. Duo in 5 Yrs $624.0 mil.
LT Debt $1285.5 mill. LT Interest $90.0 mill.
(Total interest coverage: 2.1x)
Leases, Uncapilalized Annual rentals S6.0 mol.
Penslon Assets-12/08 $342.9 mill.

Oblig. $558.9 mill.
Pfd Stock None

Common Stock 44,435,610 she.
IS  M2 /1 7 /0 9

MARKET CAP: sou million (Small Cap)

24107 121311D82005

3 2 . 0
4 7 0 .5

5 0 2 . 5

220 .7
47 .1

260 .1
S27.9

2 2 8 %

2 6 . 4
411.7
438.1

191.4
62 .8

255 .7
509.9

2 2 4 %

18.8
4s2 .a
501 .6

265 .7
27 .5

202 .9
496.1

2 2 0 %

CURRENT POSITION
($1ll\.L)

Cash Assets
Other
Current Assets

Ardis Payable
Debt Due
Other
Current Limb.

Fha Chg. Cov .

Past
la Yrs.

7 . 0 %
6 . 0 %

1 6 . 5 %

Past E$t'd '06-'08
5 Yrs. lo '12.'14

4 . 5 % 2 . 0 %
4 . 0 % 4 . 0 %
8 . 0 % 4 . 5 %

. 5 % 5 . 0 %
4 . 0 % 2 . 5 %

ANNUAL RA1ES
of dung; (push)
Rev enues
"Cash Flow"
Egammgs
Dvvldends
Book Value 4 . 0 %

Cll-
endlr

GUARTERLY REVENUES (S mill.)
l l a n 31  Ju n . 30  S e p . 30  D e c . 31

Full
Year

zoos

2007

2008

2009

2010

565.1

560.3

509.4

500

550

351 .a

371.5
374.4

3 1 0

3 5 0

430.9

426.6

447.3

t o o

44o

676.9
793.7

813.6

790

s10

2024.7

2152.1

2144.7

2000

2150

CaI~
ender

EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.3D Dec.31
Full
Year

zoos

2 w 7

2000

2009

2010

1.11
1.17

1.14

1.00

1.o5

d.26

d.22

d.3B

A u s

d.30

.oz

£1.01
d.05

1105

Ni l

1.11

1.o1

.11

. 9 0

1.10

1.98

1.95

1.39

1.50

1.85

Cal-
endar

WARTERLY DMDENDS PAID 5:

Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2005

2006

2007

2008

2009

.205

.205

.215

.225

.205

.205

.215

.225

.205

.205

.215

.225

.238

.205

.205

.205

.215

.225

.82

.82

.85

.89

2.s%

64%

2.4%

67%

1.9%

71%

1.9%

70%

1.7%

72%

4.3%

49%

2 2 %

65%

5.2%

42%

4.8%

44%

2.1%

63%

1 5 %

53%

.1.sx

54%

Retained to  Com Et

All Div'ds no NetP M

4.5%

50%

BUSW ESS:  Southwes t  Gas  Computa t ion i s  a  regula ted gas  ds -

lr ibutor sewing approximaldy 1.8 rrdllion cus iomars in sect ions of

Arizona, Nevada. and Cali fornia.  Comprised d two bus iness seg-

mems: natural gas operations and construction services. 200B mar-

gin mix res ident ia l and small commardal,  86%, large commerc ia l

and industrial, 5°/», lransponalion, 9%. Total l lvoughput 2.4 bil l ion

lhemis. Sad PriMeri1 Bank, 7196. Has 4.732 employees. Off. & Dir.

own 1.8% d common s tock,  T.  Rowe Price Assodales ,  Inc . ,  61%,

GAMCO Inves tors .  Inn,  5 .8% (3108 Proxy).  Cha i rman:  James J .

Kropid.  Chie f  Exert i ve  Of f i cer :  Je f f rey  w.  Shaw.  Inc . :  Ca li lomia .

Address: 5241 Spring Mountain Road, Las Vegas, Nevada a919a.

Telephone: 702-876-7237. Internet www.swgas.oom.

a t  S o u t h w e s t  G a s  i n  t h e  n e a r  t e r m .
w e  a n t i c i p a t e  h i g h e r

t h i s  .

w i t h  h i g h e r  e x p e n s e s .
S o u t h w e s t  G a s  h a s  a n n o u n c e d  a  d i v i -
d e n d  i n c r e a s e .  S t a r t i n g  i n  J u n e ,  t h e
q u a r t e r l y  d i v i d e n d  w i l l  b e  $ 0 2 3 7 5  p e r
s h a r e ,  a l m o s t  6 %  h i g h e r  t h a n  : h e  m o s t
r e c e n t  p a y o u t .  T h i s  f o l l o w s  s i m i l a r  i n -
c r e a s e s  i n  t h e  p a s t  t w o  y e a r s .  T h i s  p a t t e r n
i s  e n c o u r a g i n g ,  a n d  m a y  w e l l  c o n t i n u e
g o i n g  f o r w a r d .
i n v e s t o r s  s h o u l d  b e  m i n d f u l  o f  s e v e r a l

c a v e a t s .  W a r m e r - t h a n - n o r m a l  t e m p e r a -
t u r e s  d u r i n g  t h e  w i n t e r  m o n t h s  c a n  h i n d e r
p r o f i t a b i l i t y  a t  S o u t h w e s t  G a s .  F u r t h e r  e f -
f o r t s  t o  e x p a n d  o p e r a t i o n s  w o u l d  p r o b a b l y
b e  a c c o mp a n ie d  b y  g re a t e r  o p e ra t i n g  c o s t s ,
t o o .  Mo re o v e r .  i n s u f f i c i e n t .  o r  l a g g i n g ,  r a t e
r e l i e f  c a n  h u r t  p e r f o r m a n c e .
T h e s e  s h a r e s  a r e  n o t  a  s t a n d o u t  f o r
t h e  c o m i n g  s i x  t o  1 2  m o n t h s .  M a r k e t
c o n d i t i o n s  w i l l  l i k e l y  c o n t i n u e  c o  s t y m i e
g r o w t h

l o o k i n g  f u r t h e r  o u t ,
e a r n i n g s  b y  2 0 1 2 - 2 0 1 4 .  M o r e o v e r , xs-
s u e ' s  h e a l t h y  d i v i d e n d  y i e l d  m a y  a p p e a l  t o
i n c o m e - o r i e n t e d  i n v e s t o r s .  F r o m  t h e  c u r -
r e n t  q u o t a t i o n ,  t h i s  s t o c k  h a s  g o o d  t o t a l
r e t u r n  p o t e n t i a l  f o r  a  u t i l i t y .
A / I i ch a e l  Na p o l i ,  CP A M a r c h  1 3 ,  2 0 0 9

S h a r e s  o f  S o u t h w e s t  G a s  h a v e  t r a d e d
l o w e r  i n  t h e  p a s t  s i x  m o n t h s .  S h a r e
e a r n i n g s  f o r  2 0 0 8  c a m e  i n  w e l l  b e l o w  t h e
p r i o r - y e a r  t a l l y .  C u s t o m e r  g r o w t h  d r o p p e d
t o  i t s  l o w e s t  l e v e l  i n  o v e r  t w o  d e c a d e s ,
o w i n g  t o  t h e  p r o l o r i g e d  h o u s i n g  s l o w d o w n
i n  t h e  S o u t h w e s t . i s  h a s  a l s o  h u r t  l f , " -
f o r m a n c e  a t  c o n s t r u c t i o n  s u b s i d i a r y  N  L .
L o o k i n g  f o r w a r d ,  t h e  b u s i n e s s  e n v i r o n -
m e n t  w i l l  p r o b a b l y  r e m a i n  c h a l l e n g i n g  i n
2 0 0 9 .  T h u s ,  w e  a n t i c i p a t e  u n i m p r e s s i v e
r e s u l t s  f o r  t h e  c u r r e n t  y e a r ,  t o o .  O  e a t i n g
p e r f o r m a n c e  m a y  w e l l  i m p r o v e  i n  3 0 1 0 .  a s -
s u m i n g  s u c c e s s  a t  c o n t r o l l i n g  c o s t s  a n d  a n
e c o n o mic  re b o u n d .
T h e  c o m p a n y  h a s  a n n o u n c e d  t w o  r a t e
c a s e  s e t t l e m e n t s .  I n  A r i z o n a ,  S o u t h w e s t
G a s  w a s  g r a n t e d  a n  a n n u a l  r a t e  i n c r e a s e
o f  $ 3 3 . 5  m i l l i o n ,  w h i c h  w a s  s o m e w h a t  l e s s
t h a n  t h e  $ 5 0 . 2  m i l l i o n  S W X  h a d  b e e n
s e e k i n g .  E l s e w h e r e .  h i g h e r  r a t e s  i n  C a l i -
f o r n i a  b e c a m e  e f f e c t i v e  i n  J a n u a r y .  L o o k -
i n g  a h e a d ,  S o u t h w e s t  i s  p r e p a r i n g  t o  f i l e  a
r a t e  c a s e  i n  N e v a d a  d u r i n g  t h e  s e c o n d
q u a r t e r .  T h e  c o m p a n y ' s  f o c u s  o n  o b t a i n i n g
r a t e  r e l i e f  a n d  i m p r o v i n g  r a t e  d e s i g n  i s
i m p o r t a n t .  a s  i t  d e p e n d s  u p o n  s u c h  i m -
p r o v e d  r e v e n u e  i n c r e a s e s  t o  h e l p  i t  c o p e

ops.: '95, 75¢. Totals may not sum due \o
rounding. Next egg. report due early May.
(B) Dividends historically paid early  Mardi .
June, September, December. 11 Died rein-

B
100

5 5
7 0

Company's Financial Strength
Slack's Price scabuixy
Price Gmvnh Persistence
Eamings Predictzbillly

23 .0
16 .9

Target Price Range
2 0 1 2 2 0 1 4

BO

60
50
40

30
25
20

15

10

- 7 . 5

-

HH 9194
2-14

936.9

39.3

35.5%

4.2%

50.3%

35.5%

1424.7

1581.1

4.8%

7.0%

7.B%

f

1

r'

J

I

vestment and stock purchase plan avail.  (C) In
millions.

(A) Based on avg. shares outstand. thru. '96,
then diluted. Excl. nor rec, gains (losses): '93,
B¢. '97, 1e¢, '02, (10¢), '05, (1 wt, '06, 7¢. Ind.
asset wriiedown: '93, 44¢. End, loss from disc.
49 2009, Value Line Publisher , Inc. An ii his resewed. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind
THE PUBLISHER is NOT REsPONSIBLE QFGR ANY ERRORS OR ONHSSIONS HEREIN_ norrcommerdal, imemal use. No pan I
ii it may be reproduced, resold, stored Ur lransmiiied in any primed, eiectrunic or other in rm, service Ur dumdum.

This publication is suialy lot subscribers own,
of used Inf generaimg or marketing any printed Ur electronic pubNcatkm,
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NYSE-WSL 28.99RECENT
PRICE

PIE

RATIO 11.6 Trailing: 11.5

Median: 15.0 §L?H%%1.13
DIV'D
YLD 5.0% VALUE

ONE

2
1

TIMELINESS Raised2113/09

SAFETV Raised 4l2I93

TECHNICAL 2 Raised 3l6lD9

BETA .as (1.00= Market)

Price
4-5
35

2012-14 PROJECTIONS
Ann'l Total

Gain Return
55% 15%
20% 9 %

H'gh
Law

In Buy
Dpiions
lo Sell

Insider Decisions
A M J J A S O N D
0 1 0 0 0 0 0 0 0
0 5 1 0 0 2 0 4 0
0 7 1 0 0 2 0 4 0

In s t i t u t io n a l  D e c is io n s

mews 292005 BMDDB
iD Buy 106 95 BE
ID Sell BE 100 11 g
i{ld's(0D0) 35559 34195 32939

High :
Low:

30.8
23.1

29.4
21 .0

30.5
25.3

4 x*s

29.5
19.3

28.8
23.2

31.4
26.7

34.8
28.8

33.6
27.0

35.9
29.8

37.1
22.4

35.5
28.9

1 111 'I |,I lllll | "  ' n l  l l I

2013
LEGENDS .

1:30 x Dlvil:1ends 9 sh
dwidgd Hg §nle1es Rate
Rdatlve nee Strength

OgtiunszYes . .
haded alas poorrecessnzn

Lalesr recession began 12/07

m Ill. I I ml 111 ll n
1) |

| | al ll 4 l"llI

00

- 4
a

no

1 yr,
3 yr.
5 yr.

THIS
STOCK

1.8
12.3
30.2

% TOT.RETURN 2/09
VL ARITIL

INDEX
-44.9
_441
~29.4

18
12
s

Percent
shares
traded

.»s
$ 8 ;
Q } .I I ll ,,..111 I

I ml
IIHI
IIHI

II II

I ll

I

31: I all I I
I I I I l l l l l l l l l lm l ,IIIIIHIIII I I I Ill I I

| I

| hI I

2009 2010 o VALUELINE PUB., ac 12-14
53.50

4.4o

2.50

1.45

54.60

4.45

2 5 5

1.50

Revenues per sh A

"Cash FloW" per sh

Earnings per sh s

Div 'ds Ded'd per sh °I

57.90

4.10

2.75

1.s0

3.00

22.05

1 0 0

23.10

Clp'I Spending per sh

Book Value per sh °
2.50

16.45

50.00 50.W Common Shs 0uls t 'g E 50.00

Bold lag
VIII
lslln

In: an
U r i
Ilea

Avg Ann'IPIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yleld

15.0

1.00

4.2%

2675

125

2730

130

Revenues ($mlIII A

nu Profit xsmim
2095

14o

37.0%

4.7%

37.0%

4.7%

Income Tax Rate

Net Profit Margin

3 1 0 %

4.8%

36.5%

61.0%

35.5%

63.0%

Long-Term Debt Railo

Common Equity Ratio

34.0%

64.5%

1780

2325

ms
2420

Total Capital ($miII)

no Plant (smlu)
2050

2720

0.0%

11.5%

12.0%

w s
11.0%
11.5%

Recur on Total Cap'l

Recur on Shr. Equity

Recur on Com Equity

8.0%

1o.5%

11.0%

1993 1994 1995 1998 1997 1998 1999 2000 2001 2002 2003 2004 2005
21.55

2.25

1.31

1.09

21.69

2.4a

1.42

1.11

19.30

2.51

1.45

1.12

22.19

2.93

1.a5

1.14

24.16

3.02

1.85

1.11

23.74

2 7 9

1.54

1.20

20.92

2.74

1.41

1.22

22.19

3.20

1.79

1.24

29.80

3.24

1.88

1.26

32.83

2.63

1.14

1.21

42.45

4.00

2.30

1.28

42.93

3.87

1.98

1.30

44.94

3.97

2.13

1.32

2.43

11.04

2.B4

11.51

2.63

11.95

2.B5

12.19

3.20

1a.4s

3.52

1a.as

3.42

14.12

2.67

15.31

2.68

1s.24

3.34

15.78

2.65

16.25

2.33

16.95

2.32

17.80

41.50 42.19 42.93 43.70 43.70 43.84 46.47 46.47 4a.54 4a.ss 4a.s3 4a.s1 4a.s5

15.6

.92

5.3%

14.0

.92

5.6%

12.1

.as

6.1%

11.5

.72

5.4%

12,7

.73

5.0%

17.2

.89

4.5%

17.3

.99

4.8%

14.5

.95

4 8 %

14.1

.15

4.6%

23.1

1.26

4.8%

11.1
.63

5.0%

14.2

.15

4.5%

14.7

.78

4.2%

2006
53.95

3.89

1.94

1.35

3.27

18.85

48.89

15.5

.84

4.5%

2637.9

96.0

39.0%

3.6%

37.8%

60.4%

1526.1

2067.9

7.6%

10.1%

10.3%

2 0 0 1
53.51

3 8 9

2.10

1.37

3.33

19.83

49.45

15.6

.82

4.2%

2546.0

102.9

39.1%

3.9%

37.9%

s0.a%

1625.4

2150.4

7.6%

10.2%

10.4%

200s
52.55

4.34

2.44

1.41

2.10

20.99

49.92

13.7

.85

4 2 %

2528.2

122.9

37.1 %

4.7%

35.9%

52.4%

1679.5

220B.3

8.5%

11.4%

11.6%

CAPITAL STRUCTURE as of 12/31101
row Debt s101a.0 mill. DUI in 5 Yrs $264.5 mllL
LT Debt $657.7 miL LT Interest $37.4 mill.
(LT interest earned: 5.9x; total interest coverage:
5.2x)
Pension Assets-9105 $588.2 mill.

obng . $590.5 mill.
Prdemd Stock $28.2 mill.  Pfd. Dw'd $1.3 mill.

Common Stock 50,124,429 she.
as of 1131109

MARKET CAP: $1.5 billion (Mid Cap)

zoos 121311012007

8.B
1065.3
1075.1

326.9
415.3
271.8

1014.0
500'/»

4.9
568.8
573.7
216.9
20s.4
134.8
557.1
432%

6.2
735.1
742.3
243.1
347.0
15a.4
748.5
490%

CURRENT POSITION
(W U.)

Cash Assets
Other
CurrentAssets
Accts Payable
Debt Due
Other
Current Limb.
Fix. Chg. Cov.

Past
10 Yrs.

8.5%
3.5%
2.0°/
1 .5%
4.0%

ANNUAL RATES
d derange (par sh)
Revenues
"Cash Flow/`
Eamings
Dividends
Bock Value

Past Est'd 'os-'os
Yrs. M '1z.'14
9.0% 1.5%
4.0% 2.5%
4.0% 4.0%
1.5% 2.5%
4 .5% 5.0%

F\scaI
You
Ends

QUARERLY REVENUES (5 mill.) A

Dec.31 Mar.31 Jun.3D Sep.30

Full
Flscal
Year

20D5

2001

200s

2009

2010

346.9

467.5

4s4 .1

469.5

a s s

323.6

325.7

391.9

3 6 0

370

902.9 1064.5

732.9 1119.9

751.6 1020.0

821.5 1024

135 1040

2637.9

2646.0

2628.2

2675

2730

Fiscal
Year
Ends

unuwlucs PER SHARE A l

Dec .31  Mar.31  Jun .30 Sep.30

Full
Fiscal
Year

zoos

2007

2001

2009

2010

d.01

.22

.05

.15

.15

1.11

1.27

1.55

1.50

1.50

d.15

d.31

d.24

A u s

1115

.93

.92

.as

1.03

1.05

1.94

2 1 0

2.44

2.50

2.55

Cal-
endar

QUARTERLY DNIDENDS FED cl

Mar.31 Jun.30  Sep.30 Dec.31

Full
Year

2005

2005

2007

2008

2009

.333

.338

.34

.36

.333

.338

.34

.36

.333

.338

8 4

.36

.325

.333

.34

.34

_36

1.32

1.34

1.36

1.42

972.1

68.8

1031.1

54.6

1448.5

89.9

15a4.s

55.7

20642

112.3

2089.6

9B.0

2186.3

104.8

36.0%

1.1%

36.1%

8 2 %

39.6%

s o %

34.0%

3.5%

38.0%

5.4%

38.2°/»
4.7%

37.4°/»

4 8 %

41.5%

56.1%

43.1%

54.5%

41.7%

56.3%

45.7%

52.4%

43.a%

54.3%

40.9%

57.2%

39.5%

58.6%

1218.5

1402.1

1299.2

1460.3

1400.8

1 5 1 9 ]

1457.5

1506.8

1454.9

1574.9

1443.6

1915.6

1478.1

1959.7

7.1%

9.7%

9.9%

1.9%

11.4%

11.7%

7.9%

11.0%

11.2*

5.3%

7.0%

1.2%

9.1%

13.7%

14.0%

8.2%

11.5%

11.7%

B.5%

11.7%

120%

1.8%

82%

3.7%

69%

3.8%

67%

NMF

112%

5.2%

56%

4.1%

55%

4.6%

62%

3 2 %

69%

3.5%

66%

5.0%

57%

4.5%

57%

4.5%

57%

Resined In Com Et

Nl Div 'd5 tO Net Prof

4.5%

58%

vides energy related products  nn the D.C. metro area, W ash. Gas

Energy  Sys.  des igns / ins ta lls  ¢ :c rrm' l heat ing,  vent i la t ing,  and a i r
cord. systems. American Century Inv. own 7.1% of summon s lodc;

Ott./dir. less than 1% (1109 proxy). Chrmn. & CEO: J.H. DeGralfen-

re idt  Inc . :  D.C. and VA Addr. :  1100 H St. ,  n.w.,  W ashington,  D.C.

20080. Ta.: 202-624-6410. Internet www.wglholdings.com.

BUSINESS:  W GL Hidings ,  Inc .  i s  the  parent  o f  W ashington Gas

Light ,  a  natura l gas  dis t r ibutor in W ashington.  D.C. and adjacent

a re a s  a l  VA a nd MD to  re s lde Ml a nd c o mm' l  us e rs  (1 ,0 5 3 .0 3 2

meters).  Hampshi re Gas,  a  federa lly  regulated sub. .  operates  an

unde rgro und ga s -s to ra ge  t a dl i t y  i n VW .  No n- re gula te d s ubs . :

W ash.  Gas Energy  Sacs .  se lls  and de livers  natura l gas  and pro-

Furthermore,

spending. Still with over one million ac-

March 13, 2009

smoothing effect on the bottom line, and
ought to reduce earnings volatility.
On ba l ance,  t hough,  t he com pany
ought to see its pro its rise roughly 3%
this year. The regulated utility segment
ought to continue to benefit ram addi-
tional active meters. However, many in
this industry have been experiencing a
moderation in new accounts. This stems
from the sharp recessionary environment
that has pushed up home foreclosures.

natural gas consumption
patters may decline throughout all serv-
ice areas as consumers try to cut monthly

five meters, WGL appears to be in good
shape to weather this economic storm.
These high-qualgiy shares have pro-
vided a bit of a s e haven, as they have
held up better than most stocks since our
December review. They are also ranked to
outperform the broader market in the com-
ing year. What's more, dividend growth is
a hallmark here. On the downside, WGL
offers minimal appreciation potential for
the coming 3 to 5 years, but this is typical
for most utilities.
Bryan Fong

WGL Holdings started fiscal 2009 (be-
gan October let )  on a high note.  I ts
regulated utility business gained roughly
7, 00 active metered accounts over the
year-ago period. And the retail energy
marketing segment's contribution to reve-
nues and earnings got a boost from higher
realized margins on the sale of natural
gas. These items contributed nicely to the
% top-line volume advance. Meanwhile,

decreased labor and benefit costs, due to
outsourcings, benefited margins. However,
offsetting factors included a slowing of
natural gas and electric volumes owing to
a reduced number of customers at the
retail energy segment. Still, in all, WGLls
bottom l ine advanced 7.3% over this
timeframe.
However ,  March- in ter im  share net
wi l l  l ikely fal l  short  compared to the
previous year. Over the past 12 months,
WGL has initiated decoupling programs in
both Virginia and the DC areas to help
minimize the effects of weather and usage
on its financial results. Thus. last year's
second quarter benefited from increased
consumption levels whereas 2008's has
not. Moving forward, decoupling creates a

mum I al l

31.5
21.8

Target Price Range
2012 2014

80

60
50
40

30
25
20

15

10

-7.5

11111
llllllI lil
'l l l l l l l l l l

Company 's  F inanc ia l St rength
$tock's  Pr ice  s tabi li ty
Price Growth Pers is tence
Earnings  Predic tabi li ty

100
(A) Fiscal years end Sept 30th. may not sum to total, due to change in shares reinvestment plan available.
(B)  Based on di luted shares .  Exc ludes  non- outs tanding.  Next  ea rni ngs  repo r t  due  la te (D) Induces deferred charges and intangibles.
recurring losses: '01, (13¢), '02, (34¢). '07, (44%) April. (C) Dividends historically paid early Feb 'DBZ $291.3 million, $5.81lsh.
discontinued operations '06, (1518). Qtly egg. may, May, August,  and November.  l Div idend (E) In millions, adjusted for stock split.
© zoos, Value Line Publishing. inc, All rights resented. Factual material is obtained from sources believed to be reliable and is provided vlllhuut warranties d any kind.
THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERRORS OR OMISSIONS HERElN. This publication is strictly lot subscriber's Siam, non-commercial, internal use. No part |
of it may be reproduced, resold, stared or transmitted in any printed, elwronic or other lute, of used fm generating nr marketing any printed or eleiironic publication, sen/ice or product
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Scmtlrada

(-0.63%) Vol. 256,519

AMERICAN STS WTR CO (NYSE)

R 81.35 v~0.20
15100 ET

Il l

Zacks.com

American States is a public utility company engagedprincipally in thepurchase, production, distributionand sale of
water. The company alsodistribules electricity in some communities. In the customer serviceareas for both water
and electric, rates and operations are subject lo the jurisdiction of the California Public Utilities Commission.

General information
AMER STATES \NTR
630 East Foothill Boulevard
San Dimers, CA 91773-1212
Phone: 909 394~3600
Fax: 909 394-0711
Web: www.gswater.com
Email: investorinfo@aswater.com

Industry

Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

UNTIL-WATER
SPLY
Utilities

December
03/31 /09
08/06/2009

31 .55
42.00
27.00
0.41

168,721 .91
NIA

zvwesratasnmasemca-1
Pzwcllt Raising; Reseemfch &»Rerramtxzeadatluas

Zacks.com Quotes and Research

L

9

[FII-IRII 30-Dag C1-osing Prices 8 85.0
34.5
s4.o
ss.s
33.0
s2.s

s1.5
$2.0

Page 1 of 2

D4-80-09

% Price Change

4 Week

12 Week

YTD

-9.21
-0.60
-4.94

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

-13.79
-26.19
-3.29

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio
Last Split Date

Dividend Information

17.32 Dividend Yield

Annual Dividend

542.92 Payout Ratio

2.55 Change in Payout Ratio

06/10/2002 Last Dividend Payout /Amount

3.19%
$1 .00
0.62
0.00

05/07/2009 / $0.25

EPS information
Current Quarter EPS Consensus Estimate
Current Year EPS Consensus Estimate
Estimated Long-Term EPS Groff Rate
Next EPS Report Date

0.44
1 .66
870

08/06/2009

Consensus Recommendations
Current (1 =Shrong Buy, 5=Strong Sell)

30 Days Ago
60 Days Ago
90 Days Ago

1.67
2.33
2.00
1.50

0

Fundamental Ratios

PIE
Current FY Estimate:
Trailing 12 Months:
PEG Ratio

EPS Growth

18.85 vs. Previous Year

19.47 vs, Previous Quarter

2.17

Sales Growth

-6.67% vs. Previous Year

-30.00% vs. Previous Quarter:

15.47%
-5.45%

ROE ROAPrice Ratios

Price/Book 1.74 03/31/09 9.02 03/31/09 2.68

http://www.zacks.coMresearch/print.php'?type=report8ct=AWR

ZAC KS

5/30/2009



ml

Zacks.com
Page 2 of 2

9.20 12/31/08

8.97 09/30/08

2,80

2.77

Operating Margin

0,80 03/31/09

0.64 12/31/08

0.55 09/30/08

8.51

8.91

8.91

Book Value

9.75 03/31/09

11 .10 12/31/08

14.27 G9/3G/08

t8.01

17.96

18.02

Debt to Capital

Price/Cash Flow

Price / Sales

Current Ratio

03/31/09

12/31/08

09/30/08

Net Margin

03/31/09

12131/08

09/30/08

Inventory Turnover

03/31/09

12/31 IOS

09/30/08

8.33 12/31/08

1.65 09/30/08

Quick Ratio

0.82 03/31/09

6,66 12/31/08

0.57 09/30/06

Pre-Tax Margin

9.75 03/31/09

11.10 12/31108

14.27 09/30/08

Debt-to-Equity

52,72 03/31/09

54.06 12/31/08

59.72 09/30/08

0.98 03/31/09

0.86 12/31/08

0.86 09/30/08

49.56

46.19

46.19

http://wwwzacks.com/research/print.php'?type=report&t=AWR
5/30/2009



Scaflmafe'CALIFORNIA WTR SVC GROUP (NYSE)
(1 .10%) Vol. 159,092 16:05 ET24.82CWT 40.38

Zacks.com

California Water Service Company's business, which is carried on through its operating subsidiaries, consists of the
production, purchase, storage. purification, distribution and sale of water for domestic, industrial, public and irrigation
uses, and for tire protection. it also provides water related services under agreements with municipalities and other
private companies. The nonregulated services include full water system operation, and billing and meter reading
servroes.

General information
CALIF WATER SVC
1720 North First Street
San Jose, CA 95112
Phone: 408 367-8200
Fax: 408437-9185
Web: .wlwatergroup.com
Email: klichtenberg@calwater.com

Industry

Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

Share information
Shares Outstanding
(millions)
Market Capitalization
(millions)

Short Ratio

Last Split Date

% Price Change

4Week

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

12 Week

YTD

PIE

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Fundamental Ratios

UNTIL-WATER
SPLY
Utilities

December
03/31/09
07/22/2009

34.44

48.28

27.68

0.55

168.05695

N/A

4.

2.62

01/26/1998

0.53

2.07

8.00

07/22/2009

....sasvafsaenrf nesasacn
pmwal1atfn9s nwmufwa Hewmt4nmda4¥aas

Zacks.com Quotes and Research

-10.79

-7.96

.25.01

721.61

20.72

i
4 9

u-so-ua

Dividend Information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

% Price Change Relative to S&P 500

4 Week

Consensus Recommendations

Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

YTD

12 Week

[CUT] $0-Dag Closing Prices ,
~J<

3.39%

$1 .LB

0.59

-0.19

05/06/2009 / $0.29

ns-29- 19

~4o.o

s9.o

38.0

37.0

-15.28

-31.65

-26.44

2.17

2.50

2.57

2.29

Page 1 of 2

http://www.zacks.com/research/print.php'?type=report8ct=CWT

A ZAC KS

5/30/2009
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Zacks.com Page 2 off

3.14

3.10

3.14

9.92

9.70

9.81

19.28

19.45

19.37

Price Ratios

Price/Book

Price/Cash Flow

Price I Sales

Current Ratio

03/31/09

12/31108

09/30/08

Net Margin

03/31/09

12/31/08

09/30/08

InventoryTurnover

03/31/09

12/31/0B

09/30/08

ROE

1.81 03/31/09

9.02 12/31/08

1.70 09/30/08

Quick Ratio

0.56 03/31/09

0.65 12/31/08

0.57 09/30/08

Pre-Tax Margin

15.95 03/31/09

15.67 12/31/08

_ 09/30/08

Debt-to-Equity

36.94 03/31/09

34.10 12/31/08

- 09/30/08

ROA

10.58 03/31/09

10.14 12/31/08

9.99 09/30/08

Operating Margin

0.52 03/31/09

0.61 12/31/08

0.54 09/30/08

Book Value

15.95 03/31109

15.67 12/31/08

_ 09/30/08

Debt to Capital

0.72 03/31/09

0.7/1 'I2/31/08

0.72 09/'30/08

41.82

41.64

41.83

http3//www.zacks.com/research/print,php?type=repo1t&t=CWT
5/30/2009



AQUA AMERICA INC (NYSE) Scurfradet

(-0.96%)v-0.161649 Vol. 904,419 16204 ET

Zacks.com

AquaAmericais the largest publicly-tradedU.S.-basedwaterutility sewingresidents inPennsylvania, Ohio, Illinois,
Texas, New Jersey, Indiana, Virginia,Florida, NorthCarolina,Maine, Missouri, New York,SouthCarolina and
Kentucky. The company hasbeencommitted to the preservation andimprovementof the environment throughout its
history, whichspans more than 100 years.

General information
AQUA AMER INC
762 W Lancaster Avenue
Bryn Mawr. PA 19010-3489
Phone: e10527-8000
Fax: 610-645-1061
Web; www.suburbanwater.com
Email: ir,aquaamerlca.com

Industry

Sector

Fiscal Year End
Last Reported Quarter
N€xll EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

20 Day Moving Average

Target Price Consensus

llllll II

UTI L-WATER
SPLY
uumies

December
03/31/09
08/05/2009

16.65

22.00

12,20

0.23

1,107,139,38

N/A

*

. .usvssfnsxrf nssenncu
prawnHatisgsnnnrasasaunmunwsaauws

zacks.com Quotes and Research

.4»

3

El-ITRJ $0-Dag Closing Prices

ns-29- o9`

I
x

i

1 ...

19.0

18.5

18.0

17.5

17.0

16.5

Page 1 of 2

04-30-09

% Price Change

4Week

12 Week

-10.14

-9.64

-19.91

% Price Change Relative to S&P 500

4Week

12 Week

YTD

-14.67

-32.90

-19.04

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend information

135.41 Dividend Yield

Annual Dividend

2,232.96 Payout Ratio

12.63 Change in Payout Ratio

12/02/2005 Last Dividend Payout l Amount

3.27%

$0.54

0.71

0.07

05/14/2009 / $0.14

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.20

0.83

8.30

08/05/2009

Consensus Recommendations

Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.11

2.38

2.22

2.22

Fundamental Ratios

Current FY Estimate

Trailing 12 Months:

PEG Ratio

EPS Growth

19.78 vs. Previous Year

21 .70 vs. Previous Quarter

2.39

Sales Growth

27.27% vs, Previous Year

-26.32% vs, Previous Quarter:

10.92%

-3.35%

Price Ratios ROE ROA

http://www.zacks,com/research/print.php'?type=report8ct=WTR

ZAC KS

5/30/2009



Zacks.com Page 2 of 2

Price/Book

Price/Cash Flow

Price I Sales

Current Ratio

03/31/09

12/31/08

09/30/08

Net Margin

03/31/09

12/31/08

09/30/08

inventory Turnover

03/31/09

12/31/08

09/30/08

2.10 03/31/09

11.57 12/31/08

3.48 09/30/08

Quick Ratio
0.60 03/31/09

0.63 12/31/08

0.59 09/30/08

Pre-Tax Margin

26.37 03/31/09

25.92 12/31/08

25.94 09/30/08

Debt-to-Equity

31.95 03/31/09

24.96 12/31/08

6.51 09/30/08

9.77 03/31/09

9.58 1213008

9.70 09/30/08

Operating Margin

0.55 03131/09

0.58 12/31/08

0.54 09/30108

Book Value

26,37 03/31/09

25.92 12/31/08

25.94 09/30/08

Debt to Capital

1.15 03/31/09

1.18 12/31/08

1.18 09130/08

http://www.zacks.com/research/print.php'?type=repo1't8Lt= R 5/30/2009



Zacks.com Page 1 of 2

ZAC KS
M€ps2T =¢£3em¢m

i*rm4e»1Ralurgs Researsfréi Hecsmfneaffaffnns
Zacks .com Quotes and Research

AGL Resources principal business is the distribution of natural gas to customers in central, northwest, northeast and
southeast Georgia and the Chattanooga, Tennessee area through its natural gas distribution subsidiary. AGL's
major service area is the ten county metropolitan Atlanta area

G e n e r a l  l r s t c r m a t i o n
A G L  R E S O U R C E S
Ten Peachtree Place NE
Atlanta. GA 30309
Phone: 404 584-4000
Fax: 404 584-3945
Web: www.aglresources,com
Email: scave@aglresources.com

industry
Sector

U T I L -GAS D I ST R
Ut i l i t ies

Fiscal Year End
Last Reported Quarter
Next EPS Date

D ec em ber
03/31 /09
07 / 23 / 2009

P r i c e  a n d  V o l u m e  i n f o r m a t i o n

ERGLJ 30-Dag Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

20 Day Moving Average

Target Price Consensus

453 , 827 . 84

05-22-09

% Price Change

4 Week

12 Week

1.50

2.04

9.22

(4-23-09

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Share Information

SNares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

Dividend Yield

Annual Dividend

2,193.90 Payout Ratio

Change in Payout Ratio

12/04/1 995 Last Dividend Payout / Amount 05/13/2009 / $0.43

EPS I n fo r mat i o n
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.22

2.68

5.30
07/23/2009

C o n s e n s u s  R e c c s m m e n d a t i o n s
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

F u n d a m e n t a l  R a t i o s
EPS Growth

10.62 vs. Previous Year

9.18 vs. Previous Quarter

Sales Growth

33.62% vs. Previous Year

59.79% vs. Previous Quarter 23.60%
Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios

Price/Book 1.24 03/'31/09 1 3 8 2  0 3 / 3 1 / 0 9

http ://www. backs . com/research/print.php ?type=report&t=AGL 5/23/2009
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Zacks.com Page 2 of 2

3,20

3.13

8.53

7.41
7.44

22.87

21 .52

22.49

Price/Cash Flow

Price / Sales

Current Ratio
03/31/09

12/31/08

09/30/08

Net Margin
03/31 IOS

12/31/08

09/30/08

Inventory Turnover

03/31/09
12/31/08

09/30/08

6.08 12/31/08
0.79 09/30/08

Quick Ratio
1.06 03/31/09

1.03 12/31/08
1.06 09/30/08

Pre-Tax Margin
14.84 G3/31/09

12.46 12/31/08

12.43 09/30/08

Debt-to-Equity
3.45 03/31/09
3.35 12/31!08

2.77 09/'30108

12.23 12/31/08
11.74 09/30/08

Operating Margin
0.80 03/31/09
0.70 12/31/08

0.62 09/30/08

Book Value
14.84 03/31/09
12.46 12/31/08

12.43 09/30/08

Debt in Capital
0.95 03/31/09
1.01 12/31/0B

0.97 09/30/08

48.72
50.82
49.71

http1//www.zacks.com/research/printphp ?type=report&t=AGL 5/23/2009



Scottrade;ATMOS ENERGY CORP (nosE)
15203 ETVoL 299,909•AT v-0.1523.91 (-0.52%)

Za-:ks,com

Atrnos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and
other customers. Ammos operates through five divisions in cities, towns and communities in service areas located in
Colorado, Georgia, Illinois, Iowa, Kansas, Kentucky, Louisiana, Missouri, South Carolina, Tennessee, Texas and
Virginia. The Company has entered into an agreement to sell all of its natural gas utility operations in South Carolina.
The Company also transports natural gas for others through its distribution system.

Genera! Information
AT MOS ENERGY CP
Three Lincoln Centre 5430 Lbs Freeway
Suite 1800
Dallas, TX 75240
Phone; 972-934-9227
Fax: 972~855-3040
Web: www.atmosenergy.com
Email; InvestorRelatior»s@ a1mosenergy.com

Industry
Sector;

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

September
03/31 /09
08/04/2009

UTIL-GAS DISTR
Utilities

1;

24.06

28.66

19.68

0.52

664,797.38
2B.42

.4

nwesnerav sesssaszw |
amen Bitings Rasmlck& Ilala'sl¥1wsw(dh!uons

Zacks.com Quotes and Research

ZA K

m4-as-o0

[RTO] $0-Dag Closing Prices 3;

v

27. I

Page 1 of 2

% Price Change

4 Week

12 Week

YTD

2.05

7.75

0.89

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

.1.99

_8_55

4.16

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

Dividend Yield

Annual Dividend

2,197.66 Payout Ratio

242 Change in Payout Ratio

05/17/1994 Last Dividend Payout / Amount

91.91
5.52%

$1 .22

0.63

-0.03

0823 /2009  I$0 .33

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Consensus Rec om m enda t i ons

-0.10 Current (1 =Strong Buy, 5=Strong Sell)

2.08 30 Days Ago

5.80 60 Days Ago

08/04/2009 90 Days Ago

2.57

2.57

2.57

2.50

Fundamental R at i os

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

11 ,49 vs, Previous Year

11 .33 vs, Previous Quarter

1 .97

Sales Growth

7.26% vs. Previous Year

60.24% vs. Previous Quarter:

-26.67%

6. 12%

http://www .backs .corn/research/print.php?type=report&t=ATO
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ROA
2.93

2.81

2.82

2.31

2.51

2.50

23.70

22.70

22.65

Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

03/31/09

12/31/DB

09/30/DB

Net Margin

03/31/09

12/31/08

09/30/08

inventory Turnover

03131/09

12/31/08

09/30/08

ROE

1.01 03/31/09

5.69 12/31/08

0.33 09/30/08

Quick Ratio

1.15 03/31/09

0.83 12/31/08

1.06 09/30/08

Pre-Tax Margin

4.61 03/31/09

4.05 12/31/08

4.05 09/30/08

Debt-to-Equity

11.66 03/31/09

12.20 12/31/08

11.99 09/30/08

9.16 03/31/09

8.73 12/31/08

8.67 09/30/0B

Operating Margin

0.90 03/31/09

0.55 12/31/08

0.59 09/30/08

Book Value

4.61 03/31/09

4,05 12/31/08

4.05 09/30/08

Debt to Capital

1.00 03/31/09

0.83 12/31/08

1.03 09/30/08

49.89

45.28

50.81

http ://www. backs .com/re search/print.php'?type=report&t=ATO
5/23/2009
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The Laclede Group, inc is a public utility engaged in the retail distribution and transportation of natural gas. The
Company, which is subject to the jurisdiction of the Missouri Public Service Commission, serves the City of St. Louis
St. Louis County, the City of St. Charles, St. Charles County, the town of Arnold, and parts of Franklin, Jefferson, St
Francois. Ste. Genevieve, iron, Madison and Butler Counties, all in Missouri

General In f o r m a t i on
LACLEDE G AP :no
720 Olive Street
Si. Louis. MO 63101
Phone: 314-342.0500
Fax: 314-421~1979
Web: www.thelac\edegroup.com
Email: mkullman@lacledegas.com

Industry
Sector

UT iL-GAS DISTR
Util ities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
03/31 /09
07/24/2009

Price and Volume information

E L G ]  $ 0 » D o g  C l o s i n g  P r i c e s
Zacks Rank

Yesterday's Gloze

52 Week High

52 Week Low

20 Day Moving Average

Target Price Consensus

208,767.66

40

7° Price Change
4 Week

12 Week

12.97

26.29

36.38

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

04-23-09 05-22-09

% Price Change Relative to S&P sao

4 Week

12 Week

YTD

Dividend information

Dividend Yield

Annual Dividend

659.62 Payout Ratio

Change in Payout Ratio

03/08/1994 Last Dividend Payout/ Amount 03/09/2009 / $0.38

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.34

2.94

6.50

07/24/2009

Consensus R e c o m m e n d a t i o n s

Current (1=S1rong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Fundam ental  F la i i os

EPS Growth

10.14 vs. Previous Year

9.61 vs. Previous Quarter

Sales Growth

vs. Previous Year

vs. Previous Quarter

11.85%
Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios

Price/Book 1 .24 03/31/09 13.53 03/31/09

http1//www.zacks.com/research/pn'nt.php ?type=report8ct=LG
5/23/2009
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3.89

3.35

2.97

2.83
2.53

13.74 12/31/08

12.04 09/30/0B

Operating Margin
0.95 03/31/09

0.74 12/31/08

0.69 09/30/0B

Book Value
4.46 03/31/09

4.20 12131/08

3,79 09/30/08

24.11
22.98

22.14

Debt to Capital

Price/Cash Flow

Price / Sales

Current Ratio
03/31/09

12/31/08

09/30/08

Net Margin
03/31 /09

12/31 /08

09/30/08

inventory Turnover

03/31/09
12/31/08

09/30/08

G.93 12/31/08

0.29 09/30/08

Quick Ratio
1.17 03/31/09
1.14 12/31/08

1.17 09/30/08

Pre-Tax Margin
4.46 03/31/09

4.20 12/31/08

3.79 09/30/08

Debt-to-Equity
11.31 03/31/09
12.61 12/31/08

13.28 09/30/08

G.73 03/31/09
0.77 T2/31/0B

080 09i30/0B

42,17

43,33
44.42

http1//www . backs .com/research/print.php ?type=report&t=LG 5/23/2009
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Ssotflade'NEW JERSEY RES (NYSE)
16200 ET

N IR v -0.0632.33 Vol. 218,797

Z a cks . co m

NJ RESOURCES is an exempt energy sacs holding company providing retail & wholesale natural gas & related
energy services to customers tram the Gulf Coast to New England. Subsidiaries include: (1) N J Natural Gas Co, a
natural gas distribution company that provides regulated energy & appliance services to residential, commercial &
industrial customers in central & northern N J. (2) NJR Energy Holdings Corp formerly NJR Energy Svgs Corp & (3)
NJR Development Corp. a sub-holding company of NJR, which includes the Company's remaining unregulated
operating subsidiaries,

General information
NJ RESOURCES
1415 Wyckoff Road
Wall, NJ 07719
Phone: 732-938-1489
Fax: 732 938-3154
Web: www.niresources.com
Email: investcont@n]resources.com

industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

UTIL-GAS DISTR
Utilities

September
03/31/09
07/22/2009

:Ea
32.39

42.37
21 .90

0.16

536,252.06
43

rum Ratings, weswwm MnMw4wiu»icns
Zal:ks.eom Quotes and Research

1, zl». mnvasvmenr Ft§8$EA¥W.*4
L ZACKS

54-25-oe

[HJR] $0-Dag Closing Prices

5.22-44

3809

ls2.s

132.0

ls1.s

l :n .o

$3.5

Page 1 of 2

% Price Change

4 Week

12 Week

YTD

3.75

-8.98

-17.84

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

-0.35

-22.75

-18.78

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

42.32 Dividend Yield

Annual Dividend

1,368,17 Payout Ratio

3*34 Change in Payout Ratio

03/04/2008 Last Dividend Payout / Amount

3.84%

$1 .24

0.63

0.12

03/11/2009 / $0.31

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.02

2.39

8.00

07/22/2009

Consensus Recommendations

Current (1=Strong Buy. 5=Strong Sell)

30 Days Ago

B0 Days Ago

90 Days Ago

1.67

1.67

1.67

2.33

Fundamental R at i os

PIE

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

13.53 vs. Previous Year

16.41 vs. Previous Quarter

1.69

Sales Growth

-8.60% vs. Previous Year

123.68% vs. Previous Quarter;

-20.38%

17.00%

http://www . backs .com/research/print.php?type=report&t=NJR
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ROA

3.25
3.48

3.74

2.37
2.36

2.46

17.90

17.49

17.29

Price Ratios

Price/Book

Price/Cash Flow

Price I Sales

CurrentRatio

03/31/09

12/31/08

D9/30/0B

Net Margin

03/31/09

12/31/DB

09/30/08

inventory Turnover

03/31/09

12/31/08

09/30/08

1.81 03/31/09
10.20 12/31/08

0.38 09/30/08

Quick Ratio
1.17 03/31/09
1.17 12/31/08

1.24 09/30/08

Pre-Tax Margin
5.26 03/31/09

3.89 12/31/08

4.72 09/30/08

Debt-to-Equity
10.09 03/31/09

9.51 12/31/08

9.16 09/30/08

11.73 03/31/09

12.89 12/31/08
13.77 09/30/08

Operating Margin
1.07 03/31/09

0.76 12/31/08

0.70 09/30/08

Book Value
5.26 03/31/09

3.89 12/31/08
472 09/30/08

Debt to Capital
0.61 03/31109
0.63 12/31/08

0.63 09/30/08

37.74
38.48

38.50

http://www.zacks.com/research/print.php?type=report&t=NJR 5/23/2009



NICOR INC mvsz) s¢unmwe
16:01 ETv~0.18 Vol. 288,557(~0.58%)GAS 30.90

i l l I

Zacks.co1n

Nicor Inc. is a holding company and is a member of the Standard & Poor's 500 Index. Its primary business is Nicor
Gas, one of the nation's largest natural gas distribution companies. Nicor owns Tropical Shipping, a containerized
shipping business serving the Caribbean region and the Bahamas. In addition, the company owns and has an equity
interest in several energy-related businesses.

General Information
NICOR INC
1844 Ferry Road
Naperville, IL 60563-9600
Phone: 630.305-9500
Fax: 630-983-9328
Web: www.nicor.com
Email: None

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume lnicrmaiion

Zad<s Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

UTIL-GAS DISTR
Utilities

December
03/31 /09
08/10/2009

81 .08

51 .99

27.50

0.36

519,217.91

40.5

mnresnsent nessuncu
prawnRates Ill:sear1d¢& Naaulnmv»dw¢41s

2a¢:ks.oom Quotes and Research

*

r ZAC

s

EGRSJ $0-Da9 Closing Prices
18

vislzz-ne'

184.5

ls4.1

Iss.s

133.o

132.5

Is2.a

131.5

121.0

Page 1 of 2

04-25-09

% Price Change

4 Week

12Week

YTD

-1 .94

-2.43

-11 .05

v, Price Change Relative to S&P 500

4 Week

12 Week

YTD

-5.81

_17.19

-5.73

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Dale

Dividend Information

45.20 Dividend Yield

Annual Dividend

1,396.80 Payout Ratio

4.13 Change in Payout Ratio

04/27/1993 Last Dividend Payout / Amount

6.02%

$1 .he

0,69

-0.05

03/27/2009 I$0_47

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

NextEPS Report Date

0.42

2.55

5.90

08/10/2009

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.40

3.40

3.40

3.40

Fundamental Ratios

PIE

Current FY Esiimatez

Trailing 12 Months;

PEG Ratio

EPS Growth

12.12 vs. Previous Year

11.53 vs. Previous Quarter

2.05

Sales Growth

5.49% vs. Previous Year

-8.57% vs. Previous Quarter:

-30.39%

6.73%

ROE ROAPrice Ratios

Price/Book 1.39 03/81/09 12.46 03/31/09 2.67

http://www.zacks.com/research/print.php?type=report&t=GAS

KS

5/23/2009



Illllllllll-IHIIIIH I H I I'll H l l l l l l l l I

Zacks.com
Page 2 of 2

2.62

2.87

3.70

3.16
3.48

22.16
21.53

21.15

Price/Cash Flow

Price / Sales

Current Ratio
03/31/09

12/31/0B

09/3m08

Net Margin
03/31/09

12/31/08

09/30/08

inventory Turnover

03/31 /09
12/31/08

09/30/08

4.51 12/31/08

0.42 09/30/08

Quick Ratio
0.78 03/31/09
0.80 12/31/08

0.76 09/30/08

Pre-Tax Margin
5.21 03/81/09

4.34 12/31/08

4.80 09/30/08

Debt-to-Equity
15.05 03/31/09
18.16 12/31/08

23.38 09/30/08

12.31 12/31/08

13.19 09/30/08

Operating Margin
0.77 03/31/09
0.68 12/31/08

0.56 09/30/08

Book Value
5.21 03/31/09
4.34 12/31/08

4.80 09/30/08

Debt to Capita!
0.45 03/31/09
0.46 12/31/08

0.47 09/30/08

30.91

31.52
31.92

http ://www . backs .com/research/print.php ?type=report8ct=GAS
5/23/2009



NORTHWEST NAT GAS CO 39828888
39.30

(NYSE)

v -0.13NON 16'G3 ETVol. 1'?'3,486(4.32%)

Zacks.com Page 1 of 2
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Zlcks.com Quotes and Research

NW Natural is principally engaged in the distribution of natural gas.The Oregon Public Utility Commission (OPUC)
has allocated to NW Natural as its exclusive service area a major portion of western Oregon, including the Portland
metropolitan area, most of the fertile Willamette Valley and the coastal area from Astoria to Coos Bay. NW Natural
also holds certificates from the Washington Utilities and Transportation Commission (WUTC) granting it exclusive
rights to serve portions of three Washington counties bordering the Columbia River.

G e n e r a l  i n f o r m a t i o n
N O R T H W E S T  N A T  G
220 NW Second Avenue
Portland, OR 97209
Phone: 503 226-4211
Fax: 503 273-4824
Web: www.nwnatural.c:om
Email: Bob.Hess@nwnatura\.com

industry
Sector:

U T I L -GAS D I ST R
Ut i l i t ies

Fiscal Year End
Last Resowed Quarter
Next EPS Date

D ec em ber
03 / 31 / 09
07 / 17 / 2009

P r i c e  a n d  V o l u m e i n fo r mat io n

l'HlJH"l 2n...n-L. t1n¢{nn D»rar 44.0
43.5

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

8 3
40.03
55 . 44

36.61

0.29

170,996.70
51 .25

43.0
42.5
42.0
41.5
41. ll
40.5

-0 .23

-3 .20

_9.79

40. o

04--23-09 05-22-09

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

- 4 . 17
-17 . 84

-4 .47

% Price Change
4 Week

12 Week

YTD

Share Informat ion
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio
Last Split Date

Dividend In format ion
26.50 D iv idend Yie ld

Annual Dividend
1 , 0 5 7 . 9  P a y o u t  R a t i o

7.62 Change in Payout Rat io

09/09,11996 Last Dividend Payout / Amount

3 . 9 6 %
$1 .58

0 . 57

-0 . 05
04/28/2009 /  $0.40

0.17

2.77

6.80

07/ 17 / 2009

C o n sen su s  R eco mmen d a t i o n s
Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago
90 Days Ago

2 . 00

2 . 00

2.00

2.00

EPS Growth

14.39 vs, Previous Year

14,35 vs. Previous Quarter

2.13

Sales Growth

9.82% vs. Previous Year

43.20% vs. Previous Quarter:

12.81 %

2 5 . 2 4 %

EPS in t c r rnat icsn
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

F u n d a m e n t a l  R a t i o s

P/E
Current FY Estimatel

Trailing 12 Months:

PEG Ratio

Price Rat ios ROE ROA

http ://www . backs .com/research/print.php '?type=rep ort&t=NWN
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3.37

3.31
3.29

6.78

6.70

6,47

25.05

23,77
22.88

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

03/31/09

12/31/08

D9/30/08

Net Margin

03/31/09

12/31/08

09/30/08

Inventory Turnover

03/31/09

12/31/08

09/30/08

1.59 03/31/09

7.44 12/31/08
0.97 09/30/08

Quick Ratio
1.03 03/31/09
0.87 12/31/08

0.69 09/30/08

Pre-Tax Margin
10.81 03/31/09

10.62 12/31/08
10.30 09/30/08

Debt-to-Equity
10.10 03/31/09

11.16 12/31/08

10.09 09/30/08

11.69 03/31/09
11.18 12/31/08

10.77 09/30/08

Operating Margin
0.80 03/31/09

0.70 12/31/08
0.44 09/30/08

Book Value
10.81 03/31/09

10.62 12/31/08

10.30 09/30/08

Debt to Capital
0.88 03/31/09

0.81 12/31/0B

0.85 09/30/08

46.93
44.90

45.84

http://www.zacks.com/research/print.php'?type=report8ct= N
5/23/2009



ScorlmdePIEDMONT NAT GAS INC (NYSE)

(-1.27°.) 16:02 ETv-0.2821.81PNY Vol. 335,349

Zacks.com

Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural
gas and the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina
and Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non-
utility subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and
storage of natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three-
state service area.

General Information
PIEDMONT  NAT  GA
4720 Piedmont Flow Drive
Charlotte, NC 28210
Phone: 704 384-3120
Fax: 704-365-3849
Web: www.piedmor\tng.com
Email: investorrelations@piedmontng.com

Industry
Sector:

Fiscal Year End
Last Reported Ouarler
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

October
04/30/09
06/08/2009

UTIL-GAS DISTR
mutinies

13:4
22.09

35.29

20.52

0.25

463,561 .65

28.5

numresnseur nesaancu
Flwennsttnga IWsvafahaf Naenuumwuwshfiws

Zad<s.com Quotes and Research

z KS

'T-é6La§

s [PAY] $0-Day Moving Prices 25.4

25.5

25.0

24.5

24.4

23:5

2s.o

22.5

22.a

21.5

Page 1 of 2

% Price Change

4 Week

12 Week

YTD

-11 .52

~10.36

-31 .13

% Price Change Relative to S&P S00

4 Week

12 Week

YTD

.15.02

-23.92

-27.83

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend information

73.48 Dividend Yield

Annual Dividend

1,602.69 Payout Ratio

9.00 Change in Payout Ratio

11 /01 /2004 Last Dividend Payout / Amount

4.95%

$1 .08

0.00

0.00

03/23/2009 I$0.27

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.66

1 .53

6.50

06/08/2009

Consensus Recommendat ions

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.67

2.87

2.67

2.67

Fundamental Ratios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

14.22 vs, Previous Year

13.89 vs, Previous Quarter

2.19

Sales Growth

-1.79% vs. Previous Year

-% vs. Previous Quarter:

-1 .12%

150.08%

http://www.zacks.com/research/p1°int.php'?type=report8Lt=PNY
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ROE ROA

1 .68 04-/30!09

7.71 01/31 /09

_ 10/31/0B

3.55

3.67

Quick Ratio

5.22

5.27

Price Ratios

Price/Book

Price!Cash Flow

Price / Sales

Current Ratio

04/30/09

01/31/09

10/31/0B

Net Margin

04/30/09

01/31/09

10/31/08

Inventory Turnover

04/30/09

01/31/09

10/31/08

- 04/30/09

0.99 01/31/09

0.88 10/31/08

Pre-Tax Margin

_ 04/30/09

8,66 01/31/09

8.78 10/31/08

Debt-to-Equity

.  04/30/09

10.50 01/31/09

11.18 10/31/08

12.98
12.11

-  04/30/09

11.70 01/31/09

11.95 10/31/08

Operating Margin

-  04/30/09

0.76 01/31/09

0.59 10/31/08

Book Value

.. 04/30/09

8.66 01/31/09

8.78 10/31/08

Debt to Capital

-  04/30/09

0.83 01/'31/09

0.90 10/31/08

45.46

47.24

http://www.zacks.com/research/print.php?type=report&t=PNY 5/23/2009



Zacks.com

South Jersey leds Inc. is engaged in the business of operating, through subsidiaries, various business enterprises
The company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company
engaged in the purchase, transmission and sale of natural gas for residential, commercial and industrial use. SJG
also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline
system and transports natural gas

Genera! information
SOUTH JERSEY IN
1 South Jersey Plaza
Folsom. NJ 08037
Phone: 609 561 -9000
Fax: 609 561 -8225
Web: www.sjindustries.com
Email: invesiorrelations@ sjir\dustries.com

Fiscal Year End
Last Reported Quarter
Next EPS Date

industry
Sector

Price and Vcziume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

December
03/31 /09
08/06/2009

UTlL-GAS DISTR
Utilities

£13
33.49

40.78

25.19

0,26

229,042.00

41 .4

navisrusut cw..'asmanu
mares l i s t ings I9elsna:lram Wamnrmmwmdilmrns

L
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[SJI3 $0-Dag Closing Prices
i
31

13615

13e~.0

135.5

lss.o

l34.s

l:s4.0

lss.s

133.0

Page 1 of 2

04-23-09

% P r i c e  Change  Re l a t i ve  t o  S & P  500

4 W eek

12 W eek

Y TD

05-22-na'

-4.16

_6.14

- 1 6 5 9

-7.95

-20.33

- t i  .56

°/, Price Change
4 Week

12 Week

YTD

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend information

29.74 Dividend Yield

Annual Dividend

987.30 Payout Ratio

5.48 Change in Payout Ratio

07/01 /2005 Last Dividend Payout / Amount

3.58%

$1 .19
0.49

0.00
03;06/2009 / $0.30

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate
Next EPS Report Date

0.27

2.43

8.40

08/06/2009

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago
90 Days Ago

2.50
2.50

2.67
2.67

EPS Growth

13.64 vs. Previous Year

13.66 vs. Previous Quarter

1 .62

Sales Growth

10.61% vs. Previous Year

117.91 °/> vs. Previous Quarter:

406%

35.30%

FundamentalRatios

P/E
Currerli FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

http ://www . backs .com/research/print.php ?type=repo118zt=S= 5/23/2009



Zacks . com
Page 2 of 2

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

03/31/09

12/31/08

09f30/08

NetMargin

03/31 /09

12/31/0B

09/30/0B

inventory Turnover

03/31109

12/31/08

09/30/08

1.82 03/31/09

9.55 12/31/08

1.01 09/30/08

Quick Ratio

0.93 03/31/09

0.87 12/31/08

0.94 09/30/08

Pre-Tax Margin

14,51 03/31/09

13.40 12/31/08

12.52 09/30/08

Debt-to-Equity

5.73 03/31/09

6.46 12/31/08

6.67 09/30/08

14.14 03/31/09

13.56 12/31/08

13,53 09/30/08

Operating Margin

0.74 03/31/09

0.52 12/31/0B

0.45 09/30/08

Book Value

14.51 03/31/09

13.40 12/31/08

12.52 09/30/08

Debt to Capital

0.61 03/31/09

0.65 12/S1/0B

0.69 09/30/0B

http://www.zacks.com/research/print.php?type=report&t=SJI
5/23/2009
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Zacks.com Quotes and Research

SOUTHWEST GAS CORP. is principally engaged in the business of purchasing,transporting, and distributing natural
gas in portions of Arizona, Nevada,and California. The Company also engaged in financial services activities,through
PriMerit Bank, Federal Savings Bank (PriMerit or the Bank), a wholly owned subsidiary

Genera l  In form at i on
SOUT HW EST  GAS
5241 Spring Mountain Flood
P.O. Box 98510
Las Vegas, NV 89193-8510
Phone: 702 876-7237
Fax: 702~876-7037
Web: www.swgas,com
Email: None

Industry
Sector

UT IL-GAS DIST R
Util ities

Fiscal Year End
Last Reported Quarter
Next EPS Date

Decent be r
03/31 /09
08/0512009

Pr i ce and Volum e information

[5143] $0-Dag Closing Prices
Zacks Frank

Yesterdays Close

52 Week High

52 Week Low

20 Day Moving Average

Target Price Consensus

419,823.44

28
04-23-l79 05-22-09

°/> Price Change
4 Week

12 Week

3.01

5.88

21 .97

877.30

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Shan Ratio

Last Split Date

%= Price Change Relative to S&P 5o0

4 Week

12 Week

YTD

Dividend lnfcrmation

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / AmouM 05/13/2009 l $024

EPS i n fo r m at i on

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.05

1 .84

6.00

08/05/2009

Consensus Rec om m enda t i ons

Current (1=Strong Buy, 5=Stror»g Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Fundamental Ratios

EPS Growth

10.71 vs. Previous Year

14.16 vs. Previous Quarter

Sales Growth

vs. Previous Year

57.75% vs. Previous Quarter

15.21 °A
35.42°/<

Curran! FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios

Price/Book 0.81 03/31/09 5.45 03/31009

http://www.zacks.com/research/print.php'?type=repon&:t=SWX

ZAC KS

5/23/2009
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1.69

2.04

2,81

2.84
3.32

24.40

23.63

23.22

Price/Cash Flow
Price / Sales

Current Ratio
03/31/09

12/31/0B

09/30/08

Net Margin
03/31/09

12/31/0B

09/30/08

Inventory Turnover
03/31/09
12/31/08

09/30/08

3.34 12/31/08
0.43 09/30/08

Quick Ratio
0,82 03/31/09

0.86 12/31/08
0.75 09/30/08

Pre-Tax Margin
5.09 03/31/09

4.75 12/31/08

5.37 09/30/08

Debt-to-Equity
- 03/31/09

_ 12/31/08

. 09/30/08

5.93 12/31/08
7.18 09/30/08

Operating Margin
0.82 03/31/09

0.86 12/31/08

0.75 09/30/08

Book Value
5,09 03/31/09
4.75 12/31/08

5,37 09/30/08

Debt to Capital
1.05 03/31/09
1.24 12/31/08

1.20 09/30/08

51 .33

55.33
52.20

http://www.zacks.com/research/print.php?type=report&t=S 5/23/2G09
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WASHINGTON GAS LIGHT CO is a public utility that delivers and sells natural gas to metropolitan Washington,
D.C. and adjoining areas in Maryland and Virginia. A distribution subsidiary serves portions of Virginia andWest
Virginia. The Company has tour wholly-owned active subsidiaries that include: Shenandoah Gas Company
(Shenandoah) is engaged in the delivery and sale of natural gas at retail in the Shenandoah Valley, including
Winchester, Middletown, Strasburg, Stephen City and New Market, Virginia, and Martinsburg, West Virginia.

General Information
WGL HLDGS INC
101 Constitution Avenue NW
Washington, DC 20080
Phone: 703 750-2000
Fax: 703 750-4828
Web: www.wglholdings.com
Email madams@washgas.com

Industry
Sector:

UTlL-GAS l:>lsTFl
Unlmes

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
03/31/09
08/10/2009

Price and Volume Information
.35

FUR! 1 Rl!-Nnu C1nl:iv¢e Wwiruuz I

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

29.08

37.08

22.40

0.24
463,851 .84

34.67

% Price Change
4 Week

12 Week .
YTD

-6.00

-5.26

-11 .81

-9.72

49.59

-9.80

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

32.5
s2.n

31.5
31.0

sa.s
so. a

29.5
29.0

28 .s

04»-2s- 09 05-22- 139

% Price Change Relative to S&P 509
4 Week
12Week
YTD

Dividend Information
50 12 Dividend Yield

Annual Dividend

1 ,445.07 Payout Ratio

6.94 Change in Payout Ratio

05/02/1 995 Last Dividend Payout / Amount

5.10%
$1 .47

0.56
_0.11

04/07/2009 I$0.87

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate
Next EPS Report Dale

0.03
2.45

6.70

08/10/2009

Consensus Recommendations

Current (1=Strong Buy, 5=Strorlg Sell)

30 Days Ago

60 Days Ago
90 Days Ago

2.50

2.50

2.50

2.50

EPS Growth

11.79 vs Previous Year

1 1.44 vs. Previous Quarter

1.77

Sales Growth

-0.60% vs. Previous Year

60.19% vs. Previous Quarter:

2. 04%

26.71 °/o

Fundamental Ratios

P/E
Current FY Estimate :
Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=WGL

i
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3.75

3.79

3.72

5.08
5.1 'E

5.09

22.89

21 .79

20.99

Price/Book
Price/Gash Flow

Price / Sames

Current Ratio
03/31 /DO

12/31 /08
09/30/08

Net Margin
03/31 /09

12/31 /08

09/30/08

Inventory Turnover

03/31 /09

12/31 /08
09/30/08

1 . 26  03 / 31 / 09
6 . 69  12 / 31 / 08

0 . 58  09 / 30 / 08

Quick Rat io
1 . 20  03 / 31 / 09

1 . 06  12 / 31 / 08

0 . 99  09 / 30 / 08

Pre-Tax Margin
7 . 58  03 / 31 / 09

8 . 04  12 / 31 / 08

7 . 08  09 / 30 / 08

Debt-to-Equity
8 . 22  03 / 31 / 09

7.91 12/31/08
8 . 11  09 / 30 / 08

11. 60  03 / 31 / 09

11 . 76  12 / 31 / 08
11. 60  09 / 30 / 08

Operat ing Margin
1 . 04  03 / 31 / 09

0 . 70  12 / 31 / 08

0 . 42  09 / 30 / 08

Book Value
7 . 58  03 / 31 / 09

8 . 04  12 / 31 / 08

7 . 08  09 / 30 / 08

Debt to Capital
0 . 57  03 / 31 / 09

0 . 60  12 / 31 / 08

0.58 09/30/0B

35.81

37 . 05
35 . 95

http://www.zacks.com/research/print.php?type=repo1"c8ct=WGL 5/23/2.009
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Selected Yields

3 Months 3 Months

Recent
(5/20/09) (2/18/09) (5/21/08)

Recent
(5/20/09) (2/18/09) (5/21/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs
6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected) 1 .51
30-year
30-year Zero

0.00-0.25 0.00-0.25

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Goldi
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-yearl A
Utility (25/30-year) A
Utility (25/30~year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

TAX-EXEMPT
Bond Buyer Indexes
20-Bond Index (GOS)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Ala
1-year A
>-year
5-year A
10-year Ala
10-year A
25/30-year Ala
25/30-year A
RevenueBonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Seasonally Adjusted)

RecentLevels
4/22/09
862393
565360
297033

5/6/09
777464
507911
269553

Change
84929
57449
27480

Average Levels Over the Last
12 Wks 26 Wks 52 Wks
731759 706418 385094
579211 611473 433308
152548 94946 4821 3

Change

Growth Rates Over the Last
12 Mos

MI (Currency+demand deposits)
MY (ml +savings+small time deposits

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

4/27/09
1576.7
8285.0

5/4/09
1608.2
8303.9

10.0%

©20o9, Value Line Publishing, Inc All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind, THE PUBLISHER
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HERElN, This publication is strictly for subscribers own, non-commercial, internal use. No pan al ii may be reproduced
resold, stored or transmitted in any primed, electronic or other form, Ur used lot generating or marketing any printed or electronic publication, service or product
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Selected Yields

3 Months 3 Months
Recent

(5/13/09) (2/11/gg) (5/14/08)
Recent

(5/13/09) (2/11/09) (5/14/08)

TAXA8LE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/PI)
3~month LIBOR
Bank CDs

0,00-0.25 0.004125

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected) t.64
30-year
30-year Zero

Mortgage-Backed Securities
CNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30~year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Util i ty A
Financial A
Financial Adjustable A

TAX-EXEMPT
Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOS)
1»year Aaa
1-year A
5-year Aaa
5-year A
10-year Ala
10-year A
25/30-year Ala
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels
4/22/09
862387
565360
297027

5/6/09
777464
507911
269553

Change
84923
57449
27474

731758
579211
152547

Average Levels Over the Last

26 Wks 52 Wks
70641 B 385094
611473 433308
94945 48214

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

4/27/09 4/20/09
1576.9 1559.4
8285.2 8243.6

Change

Growth Rates Over the Last

12 Mos
MI (Currency+demand deposits)
MY (MI +savings+sma!l time deposits)

©20D9, Value Line Publishing, Inc. All rights reserved, Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind. THE PUBLISHER
lS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly lot subscriber's own, non-commercial, internal use. No part of it may be reproduced
resold, stared or transmitted in any printed, eleclrdnir: Cr other form, or used 10r generating or marketing any printed or electronic publication, service nr product



Treasury Security Yield Curve
6.00%

5.00%

4.00% -

3.00=/=

2.00% -

1 .of%

3010
0.00'7>

3 8 1 2 3 5
MOS. Years

I
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Selected Yields

Recent
(5/06/09)

3 Months
Ago

(2/04/09)

Year
Ago

(5/07/08)

Recent

(5/06/09)

3 Months
Ago

(2/04/09)

Year
Ago

(5/07/08)

TAXABLE
Market Rates
DiscOunt Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDS

0.50
0.00-0.25

3.25
0.40
0.97

0.50
0.00-0.25

3.25
0.55
1 .24

2.25
2.00
5.00
2.56
2.73

3.37
2.91
2.71
2.78

4.28
4.17
4.14
3.89

4.86
5.10
4.84
4.40

0.79
0.98
1 .93

0.87
1 .29
2.41

1.72
1.99
3.05

7.19
6.31
6.10
7.54

8.03
6.1 5
6.00
7.27

5.74
6.03
6.11
6.39

3.07
3.24
1,41
3,61

3 1 2
3.36
1.36
3.77

3.67
4.18
1.67
4.71

6-month
1-year
5-year
U.S. Treasury Securities
3-monlh
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

0.18
0.31
0.50
2.05
3.16
1.69
4.10
4.14

0.29
0.40
0.49
1 .94
2.94
1 .78
3.68
3_55

1 .66
1 .74
1 .96
3.08
3.85
1 .37
4.61
4.68

Mortgage-Backed Securities
CNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 65%
FNMA ARM
Corporate Bands
Financial (10~year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Uti l i ty A
Financial A
Financial Adjustable A

6.00
8.19
5.51

6.02
10.79
5.51

6.24
6.73
5.51

TAX-EXEMPT

4,70
5.57

5.16
5.89

4.63
5.07

0.43
1 .1 6
1 .84
3.25
2.91
4.45
4.53
6.05

0.55
0.65
1.79
2.09
2.90
3.40
4.82
5.82

1 .83
1 .93
3.03
3.13
3.70
3.90
4.62
4.82

Bond Buyer Indexes
20-Bohd Index (GOs)
25-Bond Index (Revs)
Central Obligation Bonds (GOs)
1-year Ala
1-year A
5-year Ala
5-year A
10-year Aaa
t0-year A
25/30-year Aaa
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

6.10
6.15
6.45
6.40
6.20

5.90
6.00
6.25
6.20
6.05

4.90
4.95
5.05
5. t0
4.95

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-W eek Period; in Mi l l ions, Not Seasonal ly  Adjusted)

Recent Levels

4/8/09
804790
595938
208852

4/22/09
862387
565360
297027

Change
57597

-30578
88175

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
733984 671007 356363
587381 624561 419423
146604 46446 -63060

MI (Currency-demand deposits)
MY (MI +savings+small time deposits)

MONEY SUPPLY
(One-Week Period, in Bi l l ions, 5ea5onal ly  Adjusted)

Recent Levels

4/13/09
1576.3
8249.3

4/20/09
1559.4
8244.9

Change
-16.9

-4.4

Growth Rates Over

3 Mos. 6 Mos.
2.3% 13.7°/o
1 ,0"/o 7.9%

the Last...

12 MOS.
13.1 %

8,1 %

©2009, Value Line Publishing, Inc, All rights resewed. Faolual material is cbiained ham sources believed to he reliable and is provided without warranties of any kind. THE PUBLlSHER
iS NOT RESP(JNSiBLE FOR ANY ERRORS OH OMlSSlONS HEREIN. Thls publicaliun is strictly lot subscribers own, non-commercial, irrlemal use. No pan of it may be reproduced,
resold, stored or transmitted in any primed, electronic or other form, or used lot generating or marketing any printed or electronic publication, service or product.
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Treasury Security Yield Curve
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Selected Yields

Recenl
(4/29/09)

3 Months
Ago

(1/28/09)

Year
Ago

(4/30/08)

Recent

(4/29/09)

3 Months
Ago

(1/28/09)

Year
Aga

(4/30/08)

TAXABLE

5.02
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.40
1 .03

0.50
0.00-0.25

3.25
0.45
1 .1 7

2.25
2.00
5.00
2.60
2.85

3.30
2.61
2.45
3.15

3.90
3.50
3.50
4.27

4.93
4.40

0.79
0.98
1 .93

0.88
1.25
2.39

1.75
1.77
2.96

7.84
6.41
6.33
7.58

7.96
6.18
6.10
7.04

5.91
6.00
6.12
6.31

3.08
3.13
1.42
3.46

2.96
3.23
1 .27
3.64

3.59
4.12
1 .59
4.67

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-proiected)
30-year
30-year Zero

0.09
0.28
0.46
2.03
3,11
t.57
4.03
4.05

0.18
0.33
0.47
1 .69
2.67
1 .78
3.42
3.29

1 .38
1 .62
1 .94
3.01
3.73
1 .35
4.47
4.54

Mortgage-Backed Securities
CNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

7.53
8.96
5.50

5.98
8.89
5.50

6.19
6.65
5.50

TAX-EXEMPT

5.13
5.82

4.68
5.01

0.55
0,65
1 .84
2.14
3.00
3.50
5.05
6.05

t .80
1 .90
3.00
3.10
3.69
3.90
4.61
4.81

Bond Buyer Indexes
20-Bond Index (GOs) 4.57
25-Bond Index (Revs) 5,49
General Obligation Bonds (Gos)
1-year Aaa 0,54
1-year A 1 .04
5-year Aaa 1 .80
5-year A 2.23
10-year Aaa 3.19
10-year A 3.55
25/30-year Aaa 4.67
25/30-year A 5.11
Revenue Bonds(Revs) (25/30-Year)

Education AA 5.80
Electric AA 3.90
Housing AA 6.20
Hospital AA 6.15
Toll Road Aaa 5.95

6.05
6.10
6.40
6.45
6.15

4.90
4.95
5.05
5.10
4.95

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

4/8/09
804794
595938
208856

4/22/09
862392
565360
297032

Change
57598
-30578
88176

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
733986 671008 356363
5B7381 624561 419423
146606 46447 ~63060

Growth Rates Over

6 Mos.
15 .4°/0
9.3%

the Last...

12 Mos.
14.8%
8.3%MI (Currency+demal1d deposits)

M2 (M1+savings+smal\ time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, seasonally Adjusted)

RecentLevels

4/6/09
1644.4
8247.7

4/13/09
1576.3
8249.3

Change
-68.1

1 .6

3 Mos.
-6.3%
3.0%
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Treasury Security Yield Curve
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Selected Yields

Recent
(4/22/09)

3 Months
Ago

(1/21/09)

Year
Ago

(4/23/08)
Recent

(4/22/09)

3 Months
Ago

(1/21/09)

Year
Ago

(4/23/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/pH
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.37
1 .10

0.50
0.00-0.25

3.25
0.55
1 .13

2.50
2.25
5.25
2.78
2.92

3.32
2.72
2.58
3.1 5

3.78
3.53
3.47
4.25

5.11
5.12
4.94
4.67

0.80
0.99
t .93

1.03
1.34
2.38

1.75
1.78
2.95

7.71
6.31
6.19
7.41

7.97
6.05
6.03
6.66

6.03
6.10
6.15
6.27

2.94
3.21
1 .44
3.45

2.73
3.00
1 .23
3.44

3.67
4.15
1.46
4.67

6-month
1-year
S-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

0.13
0.32
0.48
1 .89
2.94
1 .59
3.80
3.79

0.11
0.29
0.43
1 .61
2.54
1 .95
3.16
2.94

1.21
1 .63
1 .84
2.96
3.73
1 .29
4.49
4.60

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

6.31
8.98
5.50

6.05
8.58
5.49

6.03
6.79
5.50

TAX-EXEMPT

4.80
5.72

4.61
5.04

0.48
0.58
1 .71
2.00
2.82
3.32
4.76
5.76

1 .55
1 .65
2.85
2.95
3.54
3.75
4.53
4.73

Bond Buyer Indexes
20-Bond Index (COS) 4.78
25-Bond Index (Revs) 5.63
Ceneral Obligation Bonds (GOs)
1-year Aaa 0.43
1-year A 1.16
5-year Aaa 1,73
5-year A 3_15
10-year Aaa 2.88
10-year A 4.43
25/30-year Aaa 4.44
25/30-year A 5.95
Revenue Bonds (Revs)(25/30-Year)
Education AA 6.00
Electric AA 6.10
Housing AA 6.40
Hospital AA 6.35
Toll Road Aaa 6.15

5.80
5.90
6.15
6.10
5.95

4.80
4.85
4.95
5.00
4.85

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

3/25/09
771271
604849
166422

4/8/09
804800
595938
208862

Change
33529
_8911
42440

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
731287 6191 27 324505
536952 622967 403815
144335 -3841 -79310

Growth Rates Over the Last...

6 Mos. Hz Mos.
26.6°/o 20.5%
10.4% 8.2%

MI (Currency+demand deposits)
MY (Mt +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, seasonally Adjusted)

RecentLevels

3/30/09
1551 . 3
8308.2

4/6/09
1641.2
8244.7

Change
89.9

-63.5

3 Mos.
1.0%
3.3%
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Selected Yields

Recent
(4/15/09)

3 Months
Ago

(1/14/09)

Yea r
Ago

(4/16/08)

Recent

(4/15/09)

3 Months
Ago

(1/14/09)

Year
Ago

(4/16/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.38
1 .11

0.50
0.00-0.25

3.25
0.49
1.08

2.50
2.25
5.25
2.56
2.73

3.39
2.67
2.62
3.15

3.93
3.25
3.30
4.26

4.90
5.14
4.81
4.66

0.81
1 .02
2.01

1.03
1.34
2.38

1.76
1.79
2.87

7.61
6.25
6,17
7.59

7.15
5.84
5.88
6.60

6.11
6.1 2
6.28
6.40

2,94
3.14
1.44
3.26

2.56
2.93
1 .27
3,12

3.68
4.04
1 .35
4.53

6-month
1-year
5-year
U.5. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

0.14
0.33
0.51
1 .70
2.76
1 .43
3.66
3.66

0.09
0.27
0.41
1 .35
2.20
1 .73
2.89
2.75

1,12
1.49
1.56
2.81
3.69
1.21
4.49
4.62

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-yearl Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Ut i l i ty  A
Financial A
Financial Adjustable A

6,36
7.55
5,49

6.05
7.76
5.49

6.06
6.71
5.49

T A X-EXEMPT

4.61
5.04

0 . 4 8
0 . 5 8
1 .76
2 . 0 6
2 . 82
3 . 3 2
4 . 7 5
5 . 75

1 .55
1 .65
2 . 8 5
2 . 9 5
3 . 5 4
3 . 7 5
4 . 5 3
4 . 7 3

Bond Buyer Indexes
20-Bond Index (GOs) 4.92
25-Bond Index (Revs) 5.74
General Obligation Bonds (GOs)
1-year Aaa 0.43
1-year A 0.53
5-year Aaa 1.91
5-year A 2.13
10-year Aaa 3.09
10-year A 3.62
25/30-year Ala 4.71
25/30-year A 5.75
Revenue Bonds (Revs) (25/30-Year)
Education AA 5.70
Electric AA 5.80
Housing AA 6.10
Hospital AA 6.15
Toll Road Aaa 5.85

5.75
5,80
6.10
6.15
5.85

4.80
4.85
4.95
5.00
4.85

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(T w o-W eek  Per iod ;  in  M i l l i ons ,  N ot  Seas ona l l y  Ad jus t ed)

Recent Levels
3/25/09
771269
604849
166420

4 / 8 / 09
804805
595938
208867

Change
33536
-8911

42447

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
731288 619127 324505
5B6952 622967 403815
144336 -3840 -79310

M I  ( C u r r e n c y + d e m a n d  d e p o s i t s )
M Y (M 1+s av ings +s m al \  t im e depos i t s )

M O N E Y  S U P P L Y
(One-W eek  Pe r i od , in  B i l l ions ,  Seasonal ly  Ad jus ted)

Recent Levels

3/23/09
1549.4
8336.5

3/30/09
1551 .1
8308.0

Change
1.7

~28.5

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
-10.7% 8.2% 13.1 °/0

7.3% 10.8% 9.1%
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Selected Yields

Recent
(4/08/09)

3 Months
Ago

(1/07/09)

Year
Ago

(4/09/08)
Recent

(4/08/09)

3 Months
Ago

(1/07/09)

Year
Ago

(4/09/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30day CP (A1/P1)
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.33
1.14

0.50
0.00-0.25

3.25
0.65
1 .40

2.50
2.25
5.25
2.63
2.72

3.40
2.79
2.79
3.15

4.30
3.95
3.75
4.26

4.52
4.89
4.58
4.67

0.83
1 .04
2.05

1.10
1.41
2.38

1 .76
1.79
2.87

7.85
6.27
6.20
7.63

7.56
6.26
6.07
6.72

6.06
5.93
6.14
6.28

0.18
0.37
0.58
1.83
2.86
1.53
3.67
3.67

0.09
0.28
0.41
1 .66
2.49
2.44
3.04
2.87

1 .30
1 .50
1 .68
2.60
3.48
1 .07
4.32
4.43

2.90
3.21
1 4 6
3.35

2.93
3.20
1 .26
3.29

3.56
4.01
1 .35
4.51

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (i nf\ation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Uti l i ty A
Financial A
Financial Adjustable A

6,35
7.80
5.48

61 1
7.28
5.48

6.06
6.60
5.48

TAX-EXEMPT

5,24
6.00

4.90
5.18

0,85
0.95
2.48
2.77
3.53
4.03
5.04
6.04

1 .55
1 .70
2.94
3.05
3.70
3.90
4.78
4.98

Bond Buyer Indexes
20-Bond Index (GOs) 4.95
25-Bond Index (Revs) 5.75
General Obligation Bonds (GOs)
1-year Aaa 0_47
1-year A 1 .20
5-year Ala 2_03
5-year A 3.45
10-year Ala 3.20
1 O-year A 4.75
25/30-year Aaa 4.77
25/30-year A 6.25
Revenue Bonds (Revs) (25/30-Year)
Education AA 6 3 0
Electric AA 6,40
Housing AA 6.70
Hospital AA 6.65
Toll Road Aaa 6.45

6.10
6.25
6.55
6.50
6.25

5.05
5.05
5.35
5.30
5.1 O

Federal Reserve Data

Excess Reserves
Borrowed Reserves .
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Per iod; in Mi l l ions, Not Seasonal ly  Adjusted)

Recent Levels

3/11/09
621568
630177

-8609

3/25/09
771276
604849
1 66427

Change
149708
-25328
175036

Average Levels Over the Last...

12 Wks. 26 Wks. 52 W ks.
730382 566553 294869
591508 599533 385679
138874 -32980 -9081 O

Mt (Cur rency+demand depos i ts )
M2 (Mt+savings+smal l  t ime depos i ts )

MONEY SUPPLY
(One-W eek Period, in Bi l l ions, Seasonal ly Adjusted)

Recent Levels

3/23/09 3/16/09
1551 ,1 1564.0
8372.3 8375.2

Change
-12.9

-2.9

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
_1 1 .2% 10.8% 1 3 3 %
10.1 % 12.8% 9.9%
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Selected Yields

Recent
(4/01/09)

3 Months
Ago

(12/30/08)

Year
Ago

(4/02/08)

Recent

(4/o1 Ion)

3 Months
Ago

(12/30/08)

Year
Ago

(4/02/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30~day CP (A1/p1 )
3-month LIBOR
Bank CDS

0.50
0,00-0.25

3.25
0,44
1 .18

0.50
0.00-0,25

3.25
0.06
1 ,44

2.50
2.25
5.25
2.67
2.70

3.53
3.12
3.04
3.15

4.1 1
4.03
3.89
4.22

4.a1
5.05
4.79
4.67

0.B3
1.04
2.06

1.16
1.43
2.51

1.7B
1.76
2.87

7.49
6.17
5.99
7.41

7.08
5.90
5.85
6.58

6.30
6.07
6.16
6.25

0 2 0
0.39
0.54
1 .64
2.65
1 .32
3.50
3.52

0,09
0.24
0.31
1 .44
2.05
2,33
2,56
2.42

1.37
1.55
1.62
2.74
3.60
1.12
4.41
4.48

2.78
2.99
1 .35
3.13

2.66
2.95
1 .17
3.09

3.63
3.99
t _37
4.43

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
t0-year (inflation-protectedl
30-year
30-year Zero

Mortgage-Backed Securities
CNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Uti l i ty A
Financial A
Financial Adjustable A

6.74
9.90
5.48

6.00
7.89
5.48

6.16
6.74
5.48

TAX-EXEMPT

5.46
6.22

4.96
5.24

0.85
0.95
2.57
2.87
3.70
4.20
5.17
6.15

'I .60
1 .70
3.00
3.10
3,79
4.00
4.91
5.11

Bond Buyer Indexes
20-Bond Index (GOs) 5.00
25-Bond index (Revs) 5_78
General Obligation Bonds (GOs)
1-year Ala 0.50
1-year A 0.60
5-year Ala 2_08
5-year A 2 3 3
10-year Ala 3_20
10-year A 3.73
25/30-year Aaa 4.79
25/30~year A 5_83
Revenue Bonds (Revs) (25/30-Year)
Education AA 5_80
Electric AA 5.85
Housing AA 6.15
Hospital AA 6.20
Toll Road Aaa 5.90

6.15
6.20
6,50
6.55
6.25

5.20
5.25
5.35
5.40
5.25

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period, in Mi l l ions, Not Seasonal ly  Adjusted)

Recent Levels

3/11/09
621518
630177

-8659

3/25/09
771194
604849
166345

Change
149676
-25328
175004

Average

12 W ks.
730364
591508
138856

levels Over

26 Wks,
566544
599533
-32990

the Last...

52 Wks.
294864
385679
_90815

MI (Cur rency+demand depos i ts )
MY (MI +savings+smal l  t ime deposi ts)

MO N E Y SUPPLY
(One-Week Per iod; in Bi l l ions, Seasonal ly Adjusted)

Recent Levels

3/9/09
1577.1
8342.9

3/16/09
1565.6
8376.2

Change
41 .5
33.3

3 Mos.
_8_4°/o
12.1 %

Crowth Rates Over the Last...

6 Mos. 12 Mos,
19.8% 14.4%
18.2% 10.2%
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I 1

Surrebuttai Testimony of William A. Rigsby
Arizona Water Company
Docket No. W-01445A-08-0440

1 INTRODUCTION

2

3

4

5

Please state your name, occupation, and business address.

My name is William A. Rigsby. I am a Public Utilit ies Analyst V employed

b y  t h e Residential Ut i l i ty Consumer Office, located at 1110 W.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

g

10

Please state the purpose of your surrebuttal testimony.

The purpose of my surrebuttal testimony is to respond to AWC's rebuttal

test imony on RUCO's recommended rate of  return on invested capital

(which includes RUCO's recommended cost of debt and cost of common

11 equity) for the Company's water operations in Arizona.

12

13

14

15

16

Have you filed any prior testimony in this case on behalf of RUCO?

Yes. On June 12, 2009, I f i led direct test imony with the ACC. My direct

testimony addressed the cost of capital issues that were raised in AWC's

Application that was filed on August 22, 2008.

17

18

19

20

21

How is your surrebuttal testimony organized?

My surrebuttal testimony contains four parts: the introduction that I have

just presented, a summary of AWC's rebuttal testimony, a comparison of

the cost  of  capital recommendat ions being made by the part ies to the

22 case, and a section on the cost of equity capital.

23

A.

A.

Q.

A.

Q.

Q.

A.

Q.

1
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1 SUMMARY OF ARIZONA WATER COMPANY'S REBUTTAL TESTIMONY

2

3

Have you reviewed AWC'S rebuttal testimony?

Yes. I have reviewed the rebuttal testimony of Dr. Thomas M. Zepp,

4 which was filed on July 8, 2009.

5

6

7

8

9

10

11

12

Please summarize Dr. Zepp's rebuttal testimony.

Dr. Zepp continues to advocate an unreasonably high 12.40 percent cost

of common equity for AWC. His rebuttal testimony takes issue with the

inputs that  l  have used in  both my DCF model and my CAPM model

(which used both an arithmetic and geometric mean to arrive at the market

r isk  p remium componen t )  and  my use  o f  a  samp le  o f  na tu ra l  gas

distribution companies.

13

14 COMPARISON OF RECOMMENDATIONS

15 Are the parties to the case in agreement on the issue of capital structure?

16 Yes. The parties to the case are presently in agreement on the issue of

17 capital structure. In AWC's rebuttal testimony, the Company adopted

18

19

20

21

22

23

ACC Staf f  witness David C. Parcell 's recommended capital structure

which includes short-term debt. RUCO has also adopted the Company's

revised capital structure which results in a lower weighted average cost of

capital. The Company, ACC Staff , and RUCO are now recommending a

capital structure comprised of 4.80 percent short-term debt, 49.35 percent

long-term debt and 45.85 percent common equity.

A.

Q.

A.

Q.

Q.

A.

2
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1

2 Yes.

Is RUCO also in agreement with the Company's revised costs of debt?

RUCO is now recommending that the Commission adopt the

3

4

Company's revised costs of 3.00 percent short-term debt and 6.83 percent

long-term debt.

5

6 Are AWC, ACC Staff and RUCO in agreement on a cost of equity capital

7

8

for the Company?

No. As is typical in utility rate cases there is substantial disagreement on

9 a cost of common equity.

10

11 Please summarize the costs of common equity and the weighted average

12 costs of capital ("WACC") that are being recommended by the parties to

13 the case.

14

15

In regard to the cost of common equity, the parties to the case are

presently recommending the following estimates:

16

17 AWC 12.40%

18 ACC Staff 10.00%

19 RUCO 8.33%

20

21 As can be seen in the above comparison, the Company-proposed cost of

22 equity capital is 407 basis points higher than my recommended cost of

23 equity capital. The difference between my recommended cost of equity

A.

Q.

A.

Q.

Q.

A.

3
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1 The

2

3

and Mr. Parnell's recommended cost of equity is 167 basis points.

W ACC,  based  on  t he  cos t s  o f  deb t  and  equ i t y no ted  above ,  be ing

recommended by the parties to the case are as follows:

4

5 AWC 9.20%

6 ACC Staff 8.10%

7 RUCO 7.33%

8

9

10

11 R U C O  a n d  A C C  S t a f f s

12

As can be seen above, there is present ly a 187 basis point  dif ference

be t w een  t he  Com pany-p ropos ed  9 . 20  pe rc en t  W ACC and  RUCO's

r e c o m m e n d e d  W A CC o f  7 . 5 5 percent.

recommended WACC are within 77 basis points of each other.

13

14 COST OF EQUITY CAPITAL

15

16

17

18

19 The Fed also announced that  i t  w i l l

20

21

22

Has there been any recent activity in regard to interest rates?

Yes. On June 24, 2009, after a two-day meeting, the Federal Reserve

chose not to enlarge its program to buy Treasury bonds to spur growth

and stated again that its key Federal Funds interest rate will remain near

zero "for an extended period."

proceed with its previously announced plans to buy up to $300 bill ion in

long-term U.S.  Treasury bonds by autumn and up to $1.25 t r i l l ion in

mortgage-backed securit ies by year's end. The Fed further stated that it

A.

Q.

4
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1

2

would "continue to evaluate the timing and overall amounts" of the

purchases of the aforementioned financial instruments.1

3

4 Has Value Line published an update on the water and natural gas utility

5

6

7

industries since you filed your direct testimony?

Yes. Value Line published its quarterly updates on the water and natural

gas utility industries on July 24, 2009 and June 12, 2009 respectively.

8

9 Have you revised your recommended 8.33 percent cost of common equity

for AWC based on more recent information on interest rates and the latest10

11

12 No.

13

Value Line data on the water and natural gas utility industries?

The updated Value Line data produced no change to my

recommended 8.33 percent cost of common equity estimate which is still

t4 reasonable given the current state of interest rates and the current state of

15 the economy.

16

17 Please comment on Dr. Zepp's restatements of the results of your DCF

18 and CAPM estimates?

19

20

21

Dr. Zepp's restatements should not be afforded any weight. As I will

explain throughout the remainder of my testimony, there is nothing

incorrect with the inputs or assumptions that I have relied on in both my

22 DCF and CAPM models.

1 Reddy, Sudeep and Geoffrey T. Smith, "Fed on Hold as Slump Eases" The Wat! Street Journal,
June 25, 2009.

A.

Q.

A.

Q.

Q.

A.

5
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In his direct testimony, Dr. Zepp calculated an average beta of 0.98 for his

sample water companies. What is the current average beta for those

same companies?

Based on updated information published by Value Line on July 24, 2009,

the average beta for Dr. Zepp's sample water companies has fallen to

0.82 indicating that risk (as measured by beta) for water company stocks

has declined since he filed his direct testimony.

Please address Dr. Zepp's criticism that the 5-year Treasury instrument

that you used in the risk free component of your CAPM models is not the

correct proxy to value common stocks.

Dr. Zepp argues that a long-term treasury instrument is the appropriate

proxy for the risk free rate of return in the CAPM model. But the fact is

that regulated utilities typically file for rates within a three to five-year

per iod and the investment communi ty is aware of that fact and

understands the effect of rate case proceedings on earnings, dividend and

book value growth. Information on rate case proceedings is available to

investors through SEC filings, investment research firms such as Value

Line, and the mainstream financial press. Any investor who follows

utilities would be aware of the impact that rate requests would have on

future earnings and would base his or her investment decisions on that

information (Attachment A).

6
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Can you cite another reason why you believe the 5-year treasury

instrument used in your CAPM analysis is appropriate?

Yes. Professional analysts at investment services such as Value Line and

Zacks Investment Research typically do not make projections beyond five

years. In fact, the Federal Energy Regulatory Commission FERC")("

places more emphasis on short-term projections (i.e. one to five years) in

the multi-stage DCF model that Dr. Zepp used to arrive at his 12.40

percent cost of equity recommendation.

Please explain how the FERC places more emphasis on short-term

projections in the multi-stage DCF model.

The multi-stage DCF model required by the FERC weighs short-term

estimates of growth, similar to the one to five-year projections that I relied

on to develop the "g" component in my single stage DCF model, by a

factor of two-thirds. The FERC's rationale is that short-term estimates of

growth are more predictable and deserve more weight than long-term

estimates such as the equally-weighted long-term estimates of growth

used in the multi-stage DCF model that Dr. Zepp has relied on. This is

explained in the following excerpt from the FERC's Cost-of-Service Rates

Manual (Attachment B):

Return on Equity or Cost of Equity: This is the pipeline's actual profit,
or return on its investment. The return on equity is derived from a range
of equity returns developed using a Discounted Cash Flow (DCF)
analysis of a proxy group of publicly held natural gas companies, The
two-stage method projects different rates of growth in projected dividend
cash flows for each of the two stages, one stage reflecting short-term
growth estimates and the other long-term growth estimates. These
estimates are then weighted, two-thirds for the short-term growth
projection and one-third on the long-term growth, and uti l ized in

7
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1
2
3
4
5
6

determining a range of reasonable equity returns. Two-thirds is used for
the short-term growth rate on the theory that short-term growth rates are
more predictable, and thus deserve a higher weighting than long-term
growth rate projections. An equity return is then selected within this zone
based on an analysis of the company's risk."

7 Please explain why Dr. Zepp's criticism regarding the use of a geometric

8 mean in a CAPM analysis is unfounded.

9 The information on both the geometric and arithmetic means, published by

10 Morningstar, is widely available to the investment community. For this

11 reason alone I believe that the use of both means in a CAPM analysis is

12 appropriate.

13 The best argument in favor of the geometric mean is that it provides a

14 truer picture of the effects of compounding on the value of an investment

15 when return variability exists. This is particularly relevant in the case of

16 the return on the stock market, which has had its share of ups and downs

17 over the 1926 to 2007 observation period used in my CAPM analysis.

18

19 Can you provide an example to illustrate the difference between arithmetic

20 and geometric means?

21 Yes. The following example may help. Suppose you invest $100 and

22 realize a 20.0 percent return over the course of a year. So at the end of

23 year 1, your original $100 investment is now worth $120. Now let's say

24 that over the course of a second year you are not as fortunate and the

25 value of your investment falls by 20.0 percent. As a result of this, the

26 $120 value of your original $100 investment falls to $96. An arithmetic

A.

Q.

Q.

A.

8
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1 mean of the return on your investment over the two-year period is zero

2 percent calculated as follows:

3

4 ( year 1 return + year 2 return ) + number of periods

5 ( 20.0% + -20.0°/o ) 2

6 ( 0.0% ) + 2 : 0.0%

7

8 The arithmetic mean calculated above would lead you to believe that you

9 didn't gain or lose anything over the two-year investment period and that

10 your original $100 investment is still worth $100. But in reality, your

11 original $100 investment is only worth $96. A geometric mean on the

12 other hand calculates a compound return of negative 2.02 percent as

13 follows:

14

15

16

17

( year 2 value + original value )1/numberofperiods - 1

< $96 + $100 11/2 - 1

( 0.96 WE - 1

18 (0.9798 ) - 1

19 -0.0202 = -2.02%

20

21 The geometric mean calculation illustrated above provides a truer picture

22 of what happened to your original $100 over the two-year investment

23 pedod.

9
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1

2

3

As can be seen in the preceding example, in a situation where return

variability exists, a geometric mean will always be lower than an arithmetic

mean, which probably explains why utility consultants typically put up a

4 strenuous argument against the use of a geometric mean.

5

6 Can you cite any other evidence that supports your use of both a

7

8

9

10

11

geometric and an arithmetic mean?

Yes. In the third edition of their book, Valuation: Measuring and Managing

the Value of Companies, authors Tom Copeland, Tim Koller and Jack

Murrin ("CKM") make the point that, while the arithmetic mean has been

regarded as being more forward looking in determining market risk

12

13

premiums, a true market risk premium may lie somewhere between the

arithmetic and geometric averages published in Morningstar's SBBI

14 yearbook.

15

16 Please explain.

17 A. In order to believe that the results produced by the arithmetic mean are

18

19

20

21

appropriate, you have to believe that each return possibility included in the

calculation is an independent draw. However, research conducted by

CKM demonstrates that year-to-year returns are not independent and are

actually auto correlated (i.e. a relationship that exists between two or more

22

23

returns, such that when one return changes, the other, or others, also

change), meaning that the arithmetic mean has less credence. CKM also

A.

Q.

Q.

10
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1 explains two other factors that would make the Morningstar arithmetic

2 mean too high. The first factor deals with the holding period. The

3

4

5

6

7

8

arithmetic mean depends on the length of the holding period and there is

no "law" that says that holding periods of one year are the "correct"

measure. When longer periods (e.g. 2 years, 3 years etc.) are observed,

the arithmetic mean drops about 100 basis points. The second factor

deals with a situation known as survivor bias. According to CKM, this is a

well-documented problem with the Morningstar historical return series in

Q

10

that it only measures the returns of successful firms, that is, those firms

that are listed on stock exchanges. The Morningstar historical return

11 series does not measure the failures, of which there are many. Therefore,

12 the return expectations in the future are likely to be lower than the

13 Morningstar historical averages. After conducting their analysis, CKM

to

15

concluded that 4.00 percent to 5.50 percent is a reasonable forward

looking market risk premium. Adding the current 5-year Treasury yield of

16 2.63 percent to these two estimates indicates a cost of equity range of

17 6.63 percent to 8.13 percent. Taking into consideration the fact that

18 utilities generally exhibit less risk than industrials, a return in the low end

19 of this range would be reasonable.

20

21

In fact, my 8.33 percent cost of

common equity estimate is 20 basis points more than the high end of the

range exhibited above.

22

11
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1 Has the Commission authorized rates of return that were derived through

2 the use of both arithmetic and geometric means in prior decisions?

3 Yes, a case that specifically comes to mind involved UNS Gas Inc., in

4 which Decision No. 70011, dated November 27, 2007, stated the

5 following:

6
7
8
9

10
11

"We agree with the Staff and RUCO witnesses that it is appropriate
to consider the geometric returns in calculating a comparable
company CAPM because to do otherwise would fai l  to give
recognition to the fact that many investors have access to such
information for purposes of making investment decisions."

12 In the UNS Gas, Inc. case, the ACC Staff witness was Mr. Parcel! who, as

13 I do, consistently relies on both arithmetic and geometric means in our

14 CAPM analyses.

15

16 Can you provide further support for the reasonableness of the market risk

17 premiums used in your CAPM models?

18 Yes. In his direct testimony in a prior Arizona Public Service Company

19 ("APS") rate case proceeding, RUCO consultant Stephen G. Hill makes

20 the argument for market risk premiums ranging from 4.0 percent to 6.0

21 percents (Attachment C). On page 46 of his APS testimony, Mr. Hill

22 supports his argument for lower market risk premiums by citing two

23 scholarly articles on the subject published by noted academics. In the first

24 paper titled The Equity Premium, published in 2002, Eugene Fame and

25 Kenneth French take the position that lbbotson Associates' historical

2 Lines 25 through 29 of page 45, and lines 1 through 4 of page 46 of the direct testimony of
RUCO consultant Stephen G. Hill, Docket No. E-01345A-05-0816 et al.

A.

Q.

A.

Q.

12
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1 market risk premiums (now published by Morningstar) have overstated

2 investor expectations.

3

4

5

6

Can you cite any other sources that support Mr. Hill 's views, in his APS

rate case testimony, that 4.0 percent to 6.0 percent is a reasonable market

risk premium on a forward-looking basis?

7 Yes. During the 39th annual Financial Forum of the Society of Utility and

8

9 I

10

Regulatory Financial Analysts, which was held at Georgetown University

in Washington D.C. on April 19 and 20, 2007, had the opportunity to hear

the views of Aswan Damodaran, Ph. D. and Felicia C. Marston, Ph. D.,

11

12

13

professors of  f inance f rom NeW York Univers i ty and the Univers i ty of

Virginia respect ively,  who have conducted empir ical  research on this

subject. Dr. Damodaran and Dr. Marston advocated 4.0 to 5.5 percent

14

15

16

estimates during a panel discussion that provided both professors with the

opportunity to explain their research on the equity risk premium and to

answer questions from other financial analysts in attendance. Each of the

17

18

panelists stated that they believed that a reasonable market risk premium

fell between 4.0 percent and 5.0 percent when asked to provide estimates

19 based on their research.

20

21

22

23

A.

Q.

13
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1 What would your CAPM results be if the market risk premiums of 4.0

2 percent to 6.0 percent, advocated by Mr. Hil l,  were used in your CAPM

3 model?

4 Using an updated 2.63 percent yield on a 5-year Treasury instrument (rf),

5 an updated beta of 0.82 noted earlier in my surrebuttal testimony, and the

6 market risk premiums (rm - rf) of 4.0 percent to 6.0 percent, advocated by

7 Mr.  Hi l l ,  in my CAPM model  produces the fo l lowing resul ts  for  water

8 utilities:

9

10 Using a 4.0% Market Risk Premium

11

12

k = if+US(rm-rf)]

k = 2.63% +[0.82(4.0%)]

k = 2.63% +3.28%13

14 k  = 5.91%

15

16 Using a 6.0% Market Risk Premium

17

18

k = ff+[fS(rm-rf)]

k = 2.63% +[0.82(6.0%)]

k = 2.63% +4.92%19

20 k  = 7.55%

21

22 The 6.73 percent average of these results for water ut i l i t ies are almost

23 identical to the 6.74 percent average (using both arithmetic and geometric

24 means) that obtained in my CAPM that I used to calculate myI

Q.

A.

14
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1 recommended 8.33 percent cost of common equity. When the market

2 risk premium information noted above is taken into consideration, it is

3

4

clear that Dr. Zepp's market risk premium inputs, as opposed to mine,

appear to be out of line.

5

6

7

Do you have any data that supports a 4.00 percent equity risk premium

during the market crises which unfolded in September of 2008?

8 Yes. In September 2008 Dr. Damodaran, who I noted earlier in my

9 testimony, presented a paper ti t led Equity Risk Premium (ERP):

10 Determinants, Estimation and Implications (Attachment D), which

11

12

13

contained an October update that presented data on the swings in implied

equity risk premium that occurred between September 12, 2008 and

October 16, 2008. During that time frame, implied equity risk premiums

14 ranged from 4.20 percent to 6.39 percent. The 5.30 percent mean

15

16

17

average of that range is 98 basis points lower than the 6.28 percent

average of my market risk premium using both geometric and arithmetic

means for water and gas companies.

18

19 Do you believe that the results produced by your CAPM models are

reflective of the current interest rate environment?20

21 Yes, when one considers the current state of lower interest rates on low

22

23

risk investments such as U.S. Treasury instruments and various bank

certificates of deposit (Attachment E). The results of my CAPM analyses

Q.

A.

Q.

A.

15
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(using both arithmetic and geometric means) are simply reflecting this

situation. From the perspective that public utilities have traditionally been

viewed as safe investments, all things being equal it is not reasonable to

believe that their costs of equity capital should be at the 12.40 percent

level advocated by Dr. Zepp.

Please address Dr. Zepp's point, regarding the market risk premium, that

common shareholders bear a higher risk than bond holders and expect a

higher return than the yields of utility debt instruments.

I do not disagree with Dr. Zepp on this point. The question is how much

more of a risk premium is merited for a low risk regulated monopoly such

as AWC (Value Line has described the water utility industry as being the

last true monopoly in the U.S.). My recommended 8.33 percent cost of

common equity capital is 533 basis points higher than AWC's 3.00 percent

cost of short-term debt and 150 basis points higher than the Company's

6.83 percent cost of long-term debt. It is also 119 basis points higher than

the recent 7.14 percent yield on Baa/BBB-rated utility bond and 254 basis

points higher than the recent 5.79 percent yield on an A-rated utility bond.

16
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1 Please comment on the information presented on page 46 of Dr. Zepp's

2 rebut tal  tes t imony,  where he c i tes  several  recent  ins tances in which

3 certa in water  companies had to issue debt  at  7.76 percent  and 8.30

4 percent.

5 I disagree that a single debt issuance at a particular point in time should

6 be the sole reason for increasing my recommended cost of equity. In fact

7 if AWC were to issue debt at a higher rate of interest, its cost would be

8 averaged with its existing 6.83 percent cost of long-term debt, which would

9 mitigate the effects of the higher cost issuance.

10

11 Is there another reason why you believe Dr. Zepp's argument does not

12 merit a higher return on common equity.

13 Yes. Value Line has consistent ly taken the posit ion that  water ut i l i ty

14 stocks are attractive to investors given the current economic climate. In

15 the most recent Value Line update on the water utility industry, dated July

16 24, 2009, Value Line analyst Andre J. Costanza had this to say:

"Water Utility providers have fared pretty well of late, with
increasingly favorable regulatory backing boosting revenues and
driving strong bottom line advances in the first quarter. Additional
improvements are likely to evolve on the regulatory front and should
enable most in this space to maintain their recent earnings
momentum throughout the remainder of the year."

17
18
19
20
21
22
23
24
25
26
27
28
29
30

"Despite the recent spurts of price momentum, the market remains
extremely volatile overall. The tough macroeconomic environment
creates a difficult backdrop, which ought to favor industries that are
perceived as relative safe havens, a trait typically exemplified by
water utilities' historically steady dividend growth."

31

Q.

A.

A.

Q.

17
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1 Mr. Costanza further stated:

2
3
4
5
6
7
8

"Although the stocks in this group do not stand out either for the
coming six to 12 months or the 3- to 5-year pull, investors with a
cautious bent may want to have a closer look. Water utilities wilt
probably be a far more stable place to be if the market remains
volatile, a fair bet given the glum economic indicators that have
continued to come out."

g How does your recommended 8.33 percent cost of common equity

10 compare to the most recent Value Line projections for the water utility

11 industry?

12 As can be seen in Attachment F, Value Line is currently projecting a 7.00

13 percent rate of return on book common equity for the water Utility industry

14 as a whole through 2014. This is 133 basis points lower than my

15 recommended 8.33 percent cost of common equity.

16

17 Please address Dr. Zepp's criticism of your DCF analysis, which takes into

18 consideration the concept that a utility's market-to-book ratio will move

19 toward a value of 1.0 if regulators set a utility's rate of return at a level that

20 is equal to the cost of capital of firms with similar risk.

21 A utility's market price should equal its book price over the long run if

22 regulators allow a rate of return that is equal to the utility's cost of capital.

23 That is assuming that the utility's rate of return ("ROR") is comparable to

24 the rates of return of other Firms in the same risk class. For example, if a3

25 hypothetical utility's book price is $20.00 per share and regulators adopt a

3 An in-depth discussion of market-to-book ratios can be found in Chapter 10 of Roger A. Morin's
text Regulatory Finance. Utilities' Cost of Capital.

A.

Q.

Q.

A.

18
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1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

rate of return that is equal to the utility's cost of capital of 10.0%, the utility

will earn $2.00 per share ("EPS"). With earnings of $2.00 per share, and a

market required rate of return on equity of 10.00%, for firms in the utility's

risk class, the market price of the utility's stock will set at $20.00 per share

($2.00 EPS + 10.0% ROR = $20.00 per share price). If the utility records

earnings that are higher than the earnings of other firms with similar risk,

the market value of  the ut i l i ty's shares wil l  increase accordingly,  (e.g.

$2.50 EPS + 10.0% ROR = $25.00 per share). On the other hand, if  the

utility posts lower earnings, the stock's market price will fall below book

value, (e.g. $1 .50 EPS + 10.0% ROR = $15.00 per share).

Because of economic forces beyond the control of  regulators,  i t  is not

reasonable to assume that the utility will have earnings that match those

of firms of similar risk in every year of operation. in some years, earnings

may drop causing the market-to-book ratio to fall below 1.0, while in other

years the utility may have earnings that exceed those of other firms in its

risk classification. However, over the long run the utility's earnings should

average out to the earnings that are expected based on its level of risk.

18 These average earnings over time will result in a market-to-book ratio of

19 1.0. It  has been suggested that regulators should set a ut il ity's rate of

20

21 In

22

return at a level that is slightly higher than that of f irms in the same risk

class of the hypothetical ut il ity. theory,  this  wi l l  send a message to

investors that average long-term earnings wil l not be less than what is

23 expected . A 1.0 ra t io  may never  be achieved in  prac t ice and many

19
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1

2

3

investors may not even care what the market-to-book ratio is as long as

they receive their required rate of return. In this respect, a utility stock is

similar to a corporate bond whose value fluctuates as interest rates move

4 above or  be low the s tated yie ld  on the bond. As  long as  the  bond

5

6

7

8

9

provides the level of income (Le. the stated interest payment in the case of

a bond or a dividend payment in the case of a utility stock) that the

investor expects, the price of the instrument at any given point in time is

immaterial (so long as the intent is to hold the bond until maturity or the

utility stock over a long-term period).

10

12

Does  your  recommended cos t  o f  equ i t y take in to  cons idera t ion  the

theoretical concepts that you have just described?

13 Yes. As I just explained, in theory, a market-to-book ratio of 1.0 would be

14 achieved if a utility's rate of return equaled the cost of capital that is close

15 to the returns  of  f i rms wi th s imi lar  r isk. The CAPM ana lys is  t ha t  I

16

17

18

19

20

21

22

23

performed earlier in this testimony (using the current yield on a 5-year U.S

treasury note and the revised beta and market risk premium inputs

advocated by Mr. Hill) indicates that the rate of return for a firm with

AWC's level of risk is 7.63 percent. This being the case, the adoption of

my recommended 8.33 percent cost of capital would be consistent with

the theory l have presented above since it is 70 basis points higher than

the aforementioned average 7.63 percent expected rate of return that

theoretically produces a market price that is equal to book value.

Q.

A.

20
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1 Are there any other reasons why your market-to-book ratio calculation is

2 valid?

3 Yes. The util it ies included in my samples, are engaged in unregulated

4 act iv it ies to some degree. Because i t  is  d i f f icul t  to obtain a sample

5

6

7

8

comprised only of "pure play" utilities, the calculation that I have employed

in my DCF model helps to el iminate the impact that those unregulated

operating segments would have on the market-to-book ratio of the utilities

included in my sample.

9

10 Please address Dr. Zepp's position that your internal and external growth

11 rate estimates are subjective.

12

13

14

15

16

17

My growth rate est imates take into considerat ion both historic rates of

growth as well as an evaluation of analysts' projections of growth for each

projected year for the next f ive years as opposed to simply plugging in a

final five-year estimate. As I stated in my direct testimony, it is the same

methodology that produced a rate of return that the Commission adopted

in a prior Southwest Gas rate case proceeding.

18

19 Can you offer further support for your DCF growth rate estimates?

20 Yes. In the same text that Dr. Zepp cites in his rebuttal testimony, New

21 Regulatory Finance, the book's author, Dr. Roger Morin, provides a DCF

22

23

growth rate check (Attachment G). The reasonableness test offered by

Dr. Morin is expressed as follows:

Q.

A.

A.

Q.

A.

Q.

21
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1 Dividend Growth = Risk Free Return + Risk Premium .- Dividend Yield

2

3 Under the above formula the dividend yield element of the DCF ("D1/P0") is

4 subtracted from results of a CAPM calculation ("rf + [ [L (rm - rf) ]").

5

6 How does your 6.25 percent  and 6.44 percent  water and natural  gas

from the7

8

growth estimates compare to the results obtained

reasonableness test offered by Dr. Morin?

9 A

10

Using the CAPM results  presented above using the most  recent  0.82

average Value Line beta for the water util it ies in Dr. Zepp's sample, his

11

12

13

14

preferred 20-year r isk free rate of 4.67 percent,  the 4.0 percent to 6.0

percent market risk premium (advocated by Mr. Hill in his APS testimony)

and the average 3.08 and 4.98 percent dividend yield estimates for water

and natural gas presented in my direct testimony, the following growth rate

check results are obtained:15

16

17 Water ._ Using a 4.0% Market Risk Premium

18

19

Q = tf+'8(l'm-Vfl]'lD1/Po)

g = 4.67% + [ 0.8.2 (4.0%) ] - 3.08%

g = 4.67% + 3.28% - 3.08%20

21 4.87%

22

23

24

Q.

22
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1 Water - Using a 6.0% Market Risk Premium

2 g

3

4

rf + [ [L (rm - tr)] - (D1/P0)

g = 4.67% +[0.82(6.0%)]-3.08%

g = 4.67% + 4.92% - 3.08%

5 g 6.51%

6

7 Gas - Using a 4.0% Market Risk Premium

8

9

10

Q = rf+[f3(rm-rf)]-(D1/P0)

g = 4.67% +[0.67(4.0%)]-4.98%

g = 4.67% + 2.68% - 4.98%

11 g = 2.37%

12

13 Gas - Usinq a 6.0% Market Risk Premium

14

15

16

Q = Vf+[l3(fm-l'fl]-(D1/Po)

g = 4.67% + [ 0.67 (6.0%) ] .- 4.98%

g = 4.67% + 4.02% .. 4.98%

17 Q = 3.71%

18

19 The growth rate check results for water utilities, obtained from Dr. Morin's

20 reasonableness tes t ,  range f rom 4.87 percent  to 6.51 percent  or  an

21 average of  5.69 percent  which is  56 basis  points  lower than my 6.25

22 percent DCF growth rate est imate for water ut i l i t ies. The growth rate

23 check results for natural gas ut i l i t ies,  range from 2.37 percent to 3.71

24 percent or an average of 3.04 percent which is 340 basis points lower than

25 my 6.44 percent DCF growth rate estimate. Clearly my average growth

23
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1 rate estimate of 6.33 percent for water and natural gas companies falls

2 within the range of reasonableness using Dr. Morin's test.

3

4 Please comment on Dr. Zepp's posit ion that the Commission has to be

5 consistent in adopting returns on common equity that are derived from

6

7

8

9

specific methodologies that were used in prior cases.

I believe that the Commission has broad authority in setting allowed rates

of return and can rely on whatever methodologies they choose to rely on

as long as their final decision results in rates that are just and reasonable.

10

11

12

Does your s i lence on any of  the issues or posi t ions addressed in the

rebuttal testimony of the Company's witnesses constitute acceptance?

13 No, it does not.

14

15 Does this conclude your surrebuttal testimony on AWC?

16 Yes, it does.

A.

Q.

Q.

A.

Q.

A.

24
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Invest in the coming global water shortage

Go back

Invest Era the coming glaba3 water shortage

To help cover the story for the L.A. Times, I left my wife to care for our 10-claw

old daughter and 2-year-old son and flew into the city with a small team of Los

Angeles-based trauma doctors and nurses. We found a surreal, smoking ruin of a

city with reads twisted like coils of rope, ¥1igh-rises tilted at Dr, Seuss angles and
thousands of middle-dass families jammed into dingy, ice-cold rooms in the few

public: buildings left standing.

Fresh waler's getting scarce, and n has no substétuies, For investors irs <x>a*;>zas1fes that saw
sup;J¥y our increasingly thirsty planet, that si""" opportunity.

Just as in tlwe tsunami zone of South Asia this rrxsrstlw, Me immediate Faith
danger, besides a possible outbreak of disease, was a lack of fresh water. More
than 75% Qf the <:ity's water supply was destroyed when underground pipes
fractured. As much as they desired patients of drugs, food, blankets and teats sent
from throughout Japan and abroad, the Kobe survivors coveted ~~ and neeueci --
dean, bottled water for cooking, drinking and bathing,

Ten years ago next Monday, a massive earthquake roiled urwder the Japanese city

of Kobe at dawn, toppling 140,000 buildings, causing 300 major fires, killing

mare than 5,000 people and leaving 390,006 homeless.
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Eoth incidents are a stark reminder that water is our

most precious FQSOUTCE. Because it is seemingly

ubiquitous in the United States, it is taken for granted.

Massive snowstorms in California this month have iaaded up the snowpack ttmat

provides water inhere, and rains En Qhe Southeast are filling reservoirs in that part

of the country.
Wersonai finance
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The rest of the world, however, is not so fortunate.
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Not  m ak i ng  any  m or e wa t er

There is no more fresh water on Earth today than there was a million years ago.

Yet today, 6 billion people share it. Since 1950, the world population has

doubled, but water use has tripled, notes John Dickerson, an analyst and fund

manager based in San Diego. Unlike petroleum, he adds, no technological

innovation can ever replace water.

China, which is undergoing a vast rural-to-urban population migration, is

emblematic of the places where water has become scarce. It has about as much

http:/fmoneycenlral .msncomffcontent/Pl02152.asp?Printer

m a n . .
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Invest in the coming global water shortage
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Although not wisely appreciated, water has been recognized by conservative

investors as an investment opportunity -- and it has rewarded them. Over true

past 10 years, the Media General water utilities index is up 138°/0, double the
return of theDow Jones Utilities Index ($.LiTIL). Over the past five years,

water utilities are up 32% ~- clobbering the flat returns of both the Dow Jones

Utilities and theDow Industrials ($InDrU). One of water's key long-term value

drivers as an investment, according to Qickerson; Demand Qs not affected by

inflation, recession, interest rates or changing tastes.

water as Canada but 100 times more people. Per-capita water reserves are only

about a fourth the gtobai average, according to experts. Of* its 669 cities, 440

regularly suffer moderate to critical water shortages.

'as8f; 3, of 49

Recent ar t ic les :

Virtually all of the U.S. water utility stocks are regulated by states and counties,

which makes them pretty dull. Governmental entities typically give utilities a

monopoly in a geographic region, then set their profit margin a smidge above

costs. Just about the only distinguishing factor among them are the growth rates

of their regions and their ability to efficiently manage their underground pipe and

pumping infrastructure. Among the best areAqua America(WTR, news, mags)

of Philadelphia, Southwest Water new;-, mags) of Los Angeles;

news, mags), based in San Jose, Calif. ;

and American States Water (Awe, mags) of San Dumas, Calif.

California Water Service Group (QWT,» s.tockScuutf;r l§k¢;<_;
energy and rvoregn OS

IIS/2605
My 12...btg surprnscs for

2003., £2/29/2004
¢ Hey Modeimanl Tune
nm *o Sirius 12/22/7804

In a moment, I'll offer a couple of poterltiaiéy more impactful ways; to invest in
water, but first !et's look a little more broaéiy at world demand.

Aquifeifs in india are being sucked dry

Time tsunami has focused attention on water demand in South Asia ~- and it's a

good thing, as it was already reaching critical status in rural areas. Several

decades ago, farmers in the Indian state of Gujarat used oxen to lead! water m

buckets from a few feet below the surface. Now they pump it from 1,000 feet

below the surface. That may sound good, but they have been drawing water from

the earth to feed a mushrooming population at such a terrific rate that ancient

aquifers have been sucked dry -- turning once-fertile fields slowly to sand,

According to New Scientist magazine, farmersusing crude oilfield technology in

India have drilled 21 million "tube wells" into the strata beneath the fields, and

every year millions more wells throughout the region ~- all the way to Vietnam --

are being dug to service water-needy crops like rice and sugar cane. The

magazine quoted research from the annual Stockholm Water Symposium that the

pumps that transformed Indian farming are drawing 200 cubic kilometers of

water to the surface each year, while only a fraction is replaced by monsoon

.MSN Money

http://moneycentra1.msn.comicontent/PI02152.asp°Printer
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rains. At this rate, time research suggested, groundwater supplies in some areas

will be exhausted in five to 10 years, and millions of Indians will sew their

farmland turned to desert.

In China, the magazine reported, 30 cubic kéiometers more water is being
pumped to the surface each year than is replaced by rain -- one of the reasons

that the country has become dependent an grain imports from the West. This is

not just an issue for agriculture. Earlier this year, the Indian state of Kerala

ordered the Pepsico (PEP, news, mags) and coca-cola (KG, news, mags)

bottling plants dosed due Te water shortages, costing the companies millions of

dollars.

In this country, shareholder activists already are lobbying comparsies to share

watewdependeracy concerns worldwide with their stakeholders in their financial

statements.

Water, water everyvvhefe, but .. ,

The central problem is that less than 2% of tile world's ample stare of water is

fresh. And that amount is bcfmbatded by industrial pollution, disease and cyclical

shifts in rain patterns. Its increasing scrarcitv has impelled private companies and

countries to attempt to to<:l~: up rights to key sources. in an a.rt.i.;:le lest meratli, the

Christian Science Monitor suggested that the next decade may see a cartel of

water-exporting countries rivaling tae Organization of Petroleum Exporting

Countries for dominance in the world economy.

"Water is blue gold, it's terribly precious," Maude Barlow, chair of the Council of

Canadians, told the Monitor. "Not toa far in tfEle future, we're going to see a move

to surround encl commodity the vvorld*s fresh water. Just as they've divvied up

the worlds oil, in tlwe coming century, there's going to be a grab."

Besides the domestic water utilities listed above ~- and similarly plodding foreign

utilities such as United Utilities (UU, news, mags) of the United Kingdom, wlmcli

sports a 6.9% dividend yield, and Suez (588: news, rrisgs) of France ~- investors

interested in the sector can consider a number of variant plays. None are

extremely exciting, but my guess is that, over the next few years, some more

interesting purification technologies will emerge, along with, perhaps, a vibrant

attempt at worlowirie industry consolidation.

One current idea Es Tennessee-based copper pipe and valve maker Mueller

Industries (Mu, news, mags), a $1 billion business with a trailing price/earnings

multiple of 15 that is styli not expensive despite a 47% run-up in the past year.

Its leading outside investor is Berkshire Hathaway (BRK.A, news, mags), the

http://'moneysentral .msn.com/content/P102152.asp'?Printer <11 §I8(§* f}('>
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investment vehicle of legendary investor Warren Buffett.

Another is Flow-ccmtrol products maker WattsWater

Technologies (WIS, news, mags), whiclw is a little richer at a $975 million

market cap and a trailing P/E multiple of 19, but is still owned by several leading

value managers, including Maria Gabelli.

And possibly the most in terestlrlg is Consolidated Water (CWCO, news, mags),

a $160 million company based in the Cayman Islands that specializes in

developing and operating oceamwater desalinization plants and water-

distribution systems m areas where natural supplies of drinking water are scarce,

such as the Caribbean and South America. It currently supplies water to Belize,

Barbados, the British Virgin Islands and the Bahamas, and it has expanslors

plans. It is the most expensive, but it may also have the greatest growth

prospects. of all of these, it is up the most over the past five years, a relatively

steady 355% .

Qf course, there is one other benefit to water investing: When these mmpanies

say the~/'re going to Go a dilutive deal, it's. not something to worry atwut.

ire prim:
Dickerson runs a hedge fund in San Diego strictly Focused on water investing, 'Elie

Summit Water Equity Fund. , , To learn more about Southwest Water, click here,

.. 8 To learn more about California Water Service Group, which runs systems in

Mew Mexico, Hawaii and Washington State, as well as California, dick here....

To learn more about American States Water, glick sere... To learn more about

Mueller, click here, and, fer Consolidated Water., glick here.... Seems like talk is

cheap. Since mid~December, the value of the company radio personality Howard

Stern is leaving, Viacom (vIA,3, news, mags), has risen 9% white the value of

the company he's headed to, Sirius Satellite Radio (SIRI, news,

13.5%.... For backgrourla on the Kobe earthquake, approaching its 10th

anniversary click here and here

msg), is down

Jon D. Mark ran is publisher of srQci<'?'ac§fc§. Advisor, an independent weekly
investmentnewsletter, asweir as senior strategist and portfolio manager at

Pinnacle Investment Advisors. While he cannot provide personalized investment

adviceor recommendations, he welcomes column critiques and comments .ac

jon.markman@gmail..cgm,' put COMMENT In the subject line. At the time of

publication be held positions in the following stocks mentioned in this column :

Coca-coia.

http://moncycentral .msncom/content/P102152.asp?Printer
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A-8, column 3, shows the cost of debt ofPzpeline USA. of8.2500. The cost
of debt represents a return to Pipeline USA. 's bondholders. The debt return
dollars appearing in Column 5 represents the cost to Pipeline USA. to pay
the interest on the debt to its bondholders. This debt return, or interest on
debt, of $30, 723,000 as shown in column (5) is included in the Return
component of the co5t-of-service.

II I l

¢

.§05t-of-Servicg Rqtgs I IIntroduction 16

$159,60.2,000, is equityjinanced. This means that the owners ofPzpeline
USA. used their own funds fofinance this portion off heir investment.

* Pipeline USA. issues its own debt which is not guaranteed by its parent,
has its own bond rating and its capital structure is comparable to other
equity capitalizations approved by the Commission. Therefore, Pipeline
USA. meets the Commission's criteria for using its own capital strueturefor
setting its rates.

Cost of Debt: This refers to the cost of long term debt incurred by the
pipeline to construct or expand the pipeline. For ongoing pipelines that
have been issuing debt, we use the actual imbedded cost of debt in the
capital structure. The actual imbedded cost of debt is the weighted
average of all the debt issued and the cost at which the debt was issued.
For new pipelines that have indicated that they would issue debt to
finance their investment, but have not yet actually issued the debt, we
compute the cost of debt based on a projection, or recent historical debt
cost such as historical average Baa utility bonds (Moody's Bond
Survey), which is the most prevalent rating for utilities. We also use
Moody's to compute the cost of debt if we decide use of a hypothetical
capital structure is appropriate.

Return on Equity or Cost of Equity: This is the pipeline's actual
profit, or return on its investment. The return on equity is derived from
a range of equity returns developed using a Discounted Cash Flow

I I II



We have determined that a reasonable return on equity for Pqaeline USA. is
14.00% This return was at the high end four range of equity returns
because Pipeline USA. is a relatively new pipeline company with a high
debt capitalization ratio. The equity portion of the return permitted to be
collected in rates is $22,344,000 shown in column (5) ofA~8.

4

Cost-of-Service Rates - An I4~{rQduq{iQn~ 17

(DCF) analysis of a proxy group of publicly held natural gas
companies. The Commission currently uses a two-stage Discounted
Cash Flow (DCF) methodology. The two-stage method projects
different rates of growth in prob ected dividend cash flows for each of
the two stages, one stage reflecting short term growth estimates and the
other long term growth estimates. These estimates are then weighted,
two-thirds for the short-term growth prob section and one-third on the
long-term growth, and utilized in determining a range of reasonable
equity returns. Two-thirds is used for the short-tenn growth rate on the
theory that short-tenn growth rates are more predictable, and thus
deserve a higher weighting than long tem growth rate projections. An
equity return is then selected within this zone based on an analysis of
the colnpany's risk. It is assumed, that most pipelines face risks that
would place them in the middle of the zone of reasonableness.
However, a case could be made depending on the facts of the specific
pipeline that the return on equity should be outside the zone. As an
example, a pipeline with a high debt capitalization ratio is usually
considered more risky and thus, a higher return on equity would be
expected.

Pretax Return. Pretax return is the amount earned by a pipeline before
income taxes and debt interest payments. Pretax return is often calculated for
pipelines and used to further settlement negotiations. Using a pretax return
figure can avoid the lengthy discussions and debates that surround the issues
of capitalization ratios and ROE calculations and analyses. Use of a pretax
return reduces these issues down to one number, a pretax percentage that can
easily be compared to other pipeline's pretax returns. The pretax return figure
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Schedule 8 attached to this testimony shows the detail regarding the CAPM

analysis. The average beta coefficients for the electric utility sample group was 0.83 .

Schedule 8 shows a CAPM cost of capital for the electric companies ranging from 9.23%

to l0.56%.

Schedules 9 and 10 shows the theoretical basis and the data and calculations,

respectively, for the Modified Earnings Price Ratio (MEPR) analysis. The MEPR

analysis indicates a current cost of equity capital for electric companies in a narrow range

from 8.79% to 9. 13%. Finally, Schedule ll attached to this testimony contains the

supporting detail for the Market-to-Book Ratio (MTB) analysis, which indicates a current

cost of equity capital for the electric utility companies of 9.31% (near-tenn) to 9.38%

(long-term).

c. SUMMARY

1

2

3

4

5

6

7

8

9

1 0

11

1 2

13

14

15

1 6

17

1 8

1 9

20

Q- PLEASE SUMMARIZE THE RESULTS OF YOUR EQUITY CAPITAL COST

ANALYSES FOR THE SAI\¢H°LE GROUP OF SIMILAR-RISK ELECTRIC UTILITY

COMPANIES.

A. My analysis of the cost of common equity capital for the sample group of electric utility

companies is summarized in the table below.

METHOD
Electric Utility

Companies

DCF

CAPM

MEPR

MTB

9.44%

9.23%/10.56%

9.13%/8.79%

9.31%/9.38%

21

22

23

24

For the electric utility sample group, the DCF result is 9.44%. In addition, the

corroborating cost of equity indications (MEPR, MTB, and CAPM) indicate that DCF

result is reasonable. Averaging the lowest and highest results of all the corroborative

analyses for the electric companies produces and equity cost range of 9.1 l% to 9.69%,

42
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with a mid-point of 9.40%, only 4 basis points below the DCF result.

Therefore, weighing all the evidence presented herein, my best estimate of the

cost of equity capital for a company like Arizona Public Service, facing similar risks as

this group of electric utilities, ranges from 9.25% to 9.75%, with a mid-point of 9.50%.

Q. ARE THERE OTHER FACTORS TO BE CONSIDERED BEFORE DETERMINING A

POINT-ESTIMATE FOR APS WITHIN A REASONABLE RAGE FOR SIMILAR-

RISK FIRMS?

A. Yes. First, the electric sample group companies have similar operating risk to APS. The

average S&P business risk score of my sample of electric utilities is 6-the same as that

for APS. Therefore, on that basis there would be no reason to adjust the equity return

from the mid-point of a reasonable range. However, because the capital structure I

recommend for ratesetting purposes contains considerably more common equity and less

debt than average for the sample group, APS, prospectively will have less financial risk

than the sample group and should be awarded an equity return below the mid-point of a

reasonable range.
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Q. IS THERE A RECOGNIZED METHOD WITH WHICH DIFFERENCES IN

FINANCIAL RISK CAN BE QUANTIFIED?

A. Yes. The cost of equity capital is affected by the capital structure a company employs.

When a company increases the proportion of debt in its capital structure, it increases the

riskiness of its equity. Financial risk (created by the use of debt in the capital structure)

causes investors to demand a higher rate of return, that is, financial risk increases the cost

of equity capital.

The impact of debt leverage on the cost of equity capital can be approximated

through an examination of the changes in beta, which occur when leverage is increased

or decreased. The Value Line betas for the sample companies used in my cost of capital

analysis in this proceeding reflect the market's (investors') perception of both the

business risks and the financial risks of a firm. That is, one portion of the beta of a firm is
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related to the business risk of the firm (the risk inherent in its operations) and one portion

of the beta is related to the financial risk of that Finn (the risk associated with the use of

debt). Therefore, if a firm elects to finance its operations with debt as well as equity, the

beta coefficient of that firm will reflect both the business and financial risk. When a firm

uses debt to finance its operations, the beta can also be referred to as a "levered" beta

(i.e., a beta coefficient that includes the impact of debt leverage).

The average beta coefficient of the sample group of utilities can be "unlevered."

That is, the beta-risk related to the level of debt capital used by the firm can be removed.

"Unlevering the betas" amounts to estimating what the average beta would be if the

companies were financed entirely with equity capital. Equation (2) is used to estimate the

unlevered beta for a firm or a group of similar-risk firms.19

12

13 EU
Measured

(1+(1-t)D/E) (2)
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Equation (2) indicates that an estimate of the unlevered beta (BU) of a firm can be

calculated by dividing the measured beta (l3Measured» e.g. the beta coefficient reported by

investor services such as Value Line) by one plus the average debt-to-equity ratio,

adjusted to account for taxes. The debt-to-equity ratio is measured using the average

market value of the sample group's common equity capital. Once the unlevered beta for

the firm (or, in this case, for the sample group of market-traded utility companies) is

calculated, the beta coefficient is "re-levered" and adjusted to conform to the less

leveraged capital structure of APS, which contains 50% common equity. The formula

used to "re-lever" the utility betas is shown below.

24

25 BRelevered Z lU (l+ (1-t)D/E) (3)

26

19Equation (1) is a version of the Hamada equation which combines the Miller-Modigliani theories
regarding capital structure and the logic of the CAPM: Hamada, R.S., "Portfolio Analysis, Market
equilibrium and Corporation Finance," Journal of Finance, March 1969, pp. 13-3 l .
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Equation (3) states that the relevered beta equals the unlevered beta (BU) multiplied

times one plus the target debt-to-equity ratio (in this case APS's ratemaking capital

structure-50% equity/50% debt), again adj used for taxes.

Schedule 12 shows that, the average capital structure of the sample group of

electric companies used to estimate the cost of equity capital in my direct testimony

consists of45.l3% common equity and 54.69% fixed-income capital. That capital

structure, adjusted to market levels by an average 1.69 market-to-book ratio and

accounting for a 35% tax rate, produces an average value for (l-t)D/E in Equation (2) of

0.53.9
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Schedule 12 shows further that the measured (average Value Line) beta

coefficient of the sample group of gas utility firms is 0.83, and the unlevered beta

coefficient of those finns (i.e., what the average beta would be if those firms were

financed entirely with common equity) is 0.54. When that beta is "relevered" using the

methodology described above to conform to APS's raternaking capital structure, the

resulting average beta coefficient is 0.75, an decrease in beta of 0. 079 due to the sample

group's lower average equity capitalization ["measured" beta of 0.83 vs. "relevered" beta

of 0.75 l].

Finally, with the increase in beta determined, the CAPM can be used to estimate

the impact of that adjustment on the cost of capital. A review of the CAPM equation

(Equation (i) in Appendix D) indicates that the beta coefficient is multiplied by the

market risk premium (rm - rf) as a step in the detennination of the cost of capital.

Therefore, it is possible to measure the impact of an adjustment to beta by multiplying

the difference in the measured and relevered betas of the electric companies by the

market risk premium .

As I noted in my discussion of the CAPM analysis in Appendix D, the long-term

historical market risk premium provided by Ibbotson Associates' historical database is

5% to 6.6%. I also discuss the fact that the most recent research by Fama and French

regarding the market risk premium indicates that the Ibbotson historical risk premium

data overstate investor expectations, which are a return of 2.5% to 4.5% over the risk-free

20

21
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rate of interest.20 Ibbotson has also published a paper recently, which indicates that

investors can expect returns in the future of from 4% to 6% above the risk-free.2l

Therefore, for purposes of this analysis, I will use a range of market risk premium from

4% to 6%.

As shown in Schedule 12, an decrease in the average beta coefficient of 0.079,

multiplied by a market risk premium ranging from 4% to 6%, indicates an decrease in the

cost of equity capital due to reduced leverage at APS of from 32 to 48 basis points (0.079

X 4%-6% = 0.317%-0.476%).

The mid-point of the cost of common equity for the electric utility sample group,

presented previously is 9.50%. Although the equity return decrement indicated is slightly

higher, recognizing the decrease in financial risk due to reduced leverage at APS, a cost

of equity of 9.25% for ratemaking purposes is reasonable. That represents a decrease in

the cost of equity for APS (with a 50% common equity ratio) of 25 basis points below the

mid-point of a reasonable range for electric utility operations, which are capitalized on

average with about 45% common equity.

It is important to emphasize here that if the Commission elects to utilize the

Company's requested 54.5% common equity ratio for ratesetting purposes, rather than

the 50% I recommend, the equity return decrement due to lower financial rt sk would

have to be greater than the 25 basis points I recommend. If a "target" capital common

equity ratio of 54.5% were substituted in Schedule 12, the "relevered" beta would be

0.72, rather than the 0.75 used in my analysis. Also the indicated reduction in the cost of

equity would range from 0.45% to 0.68%. Those data indicate that if this Commission

elects to set rates for APS using its requested capital structure, an equity return decrement

of 50 basis points would be reasonable.

25

26 Q. DOES THAT 9.25% EQUITY COST ESTIMATE INCLUDE AN INCREMENT FOR

20 Fame, E., French, K., "The Equity Premium," The Journal of Finance,Vol. LVII, No. 2, April 2002, pp.
637-659.
21 Ibbotson, R, Chen, P., "Long-Run Stock Returns: Participating in the Real Economy,"Financial
Analysts Journal,January/February 2003, pp. 88-89.
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2

FLOTATION COSTS?

A. No, it does not.

4

6

Q. CAN YOU PLEASE EXPLAIN WHY AN EXPLICIT ADJUSTMENT TO THE COST

OF EQUITY CAPITAL FOR FLOTATION COSTS IS UNNECESSARY?

A. An explicit adjustment to "account for" flotation costs is unnecessary for several reasons.

First, it is often said that flotation costs associated with common stock issues are exactly

like flotation costs associated with bonds. That is not a correct statement because bonds

have a fixed cost and common stock does not. Moreover, even if it were true, the current

relationship between the electric utility sample group's stock price and its book value

would indicate a flotation cost reduction to the market-based cost of equity, not an

increase.

When a bond is issued at a price that exceeds its face (book) value, and that

difference between market price and the book value is greater than the flotation costs

incurred during the issuance, the embedded cost of that debt (the cost to the company) is

lower than the coupon rate of that debt.

In the current economic environment for the electric utility common stocks

studied to determine the cost of equity in this proceeding, those stocks are selling at a

market price 69% above book value. (Exhibit__(SGH-1), Schedule 4, p. l) The

difference between the market price of electric utility stock and book value dwarfs any

issuance expense the companies might incur. Therefore, if common equity flotation costs

were exactly like flotation costs with bonds, then, if an explicit adjustment to the cost of

common equity were necessary, it should be downward, not upward.

Second, flotation cost adjustments are usually predicated on the prevention of the

dilution of stockholder investment. However, the reduction of the book value of

stockholder investment due to issuance expenses can occur only when the utility's stock

is selling at a market price at to or below its book value. As noted, the companies under

review are selling at a substantial premium to book value. Therefore, every time a new

share of that stock is sold, existing shareholders realizean increase in the per share book
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value of their investment. No dilution occurs, even without any explicit flotation cost

allowance

Third, the vast majority of the issuance expenses incurred in any public stock

offering are "underwriter's fees" or "discounts". Underwriter's discounts are not out-of

pocket expenses for the issuing company. On a per share basis, they represent only the

difference between the price the underwriter receives from the public and the price the

utility receives from the underwriter for its stock. As a result, underwriter's fees are not

an expense incurred by the issuing utility and recovery of such "costs" should not be

included in rates

In addition, the amount of the underwriter's fees are prominently displayed on the

front page of every stock offering prospectus and, as a result, the investors who

participate in those offerings (e.g., brokerage firms) are quite aware that a portion of the

price they pay does not go to the company but goes, instead, to the underwriters. By

electing to buy the stock with that understanding, those investors have effectively

accounted for those issuance costs in their risk-return framework by paying the offering

price. Therefore, they do not need any additional adjustments to the allowed return of the

regulated firm to "account" for those costs

Fourth, my DCF growth rate analysis includes an upward adj vestment to equity

capital costs which accounts for investor expectations regarding stock sales at market

prices in excess of book value, and any further explicit adjustment for issuance expenses

related to increases in stock outstanding is unnecessary

Fifth, research has shown that a specific adjustment for issuance expenses is

unnecessary22. There are other transaction costs which, when properly considered

eliminate the need for an explicit issuance expense adjustment to equity capital costs. The

transaction cost that is improperly ignored by the advocates of issuance expense

adjustments is brokerage fees. Issuance expenses occur with an initial issue of stock in a

primary market offering. Brokerage fees occur in the much larger secondary market

A Note on Transaction Costs and the Cost of Common Equity for a Public Utility," Habr, D., National
Requlatow Research Institute Ouarterly Bulletin, January 1988, pp. 95-103
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where pre-existing shares are traded daily. Brokerage fees tend to increase the price of

the stock to the investor to levels above that reported in the Wall Street Journal, i.e., the

market price analysts use in a DCF analysis. Therefore, if brokerage fees were included

in a DCF cost of capital estimate they would raise the effective market price, lower the

dividend yield and lower the investors' required return. If one considers transaction costs

that, supposedly, raise the required return (issuance expenses), then a symmetrical

treatment would require that costs that lower the required return (brokerage fees) should

also be considered. As shown by the research noted above, those transaction costs

essentially offset each other and no specific equity capital cost adjustment is warranted.

Q. WHAT IS THE OVERALL COST OF CAPITAL FOR APS's WTEGRATED UTILITY

OPERATIONS, BASED ON AN ALLOWED EQUITY RETURN OF 9.25%?

A. Schedule 13 attached to my testimony shows that an equity return of 9.25%, operating

through an appropriate ratemaking capital structure of 50% equity and 50% debt, and the

Company's requested embedded capital cost rates, produces an overall return of 7.33%

for APS. Schedule 13 also shows that a 7.33% overall cost of capital affords the

Company an opportunity to achieve a pre-tax interest coverage level of 3.85 times.

According to APS's 2005 S.E.C. Form l0-K (Exhibit 12), the pre-tax interest

coverage over the past five years has averaged 2.94x and has ranged from 2.8lx to 3.l7x.

The return I recommend would allow the Company the opportunity to improve its

historical average interest coverage. Therefore, the equity return I recommend fulfills the

legal requirement ofHope and Bluefield of providing the Company the opportunity to

earn a return which is commensurate with the risk of the operation and serves to support

and maintain the Company's ability to attract capital.

v. COMPANY COST OF CAPITAL TESTIMONY
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Q. HOW HAS COMPANY WITNESS AVERA ESTIMATED THE COST OF EQUITY

CAPITAL IN THIS PROCEEDING?
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Exhibit_(SGH-1)

Schedule 12

ARIZONA PUBLIC SERVICE COMPANY

LEVERAGE/BETA ADJUSTMENT TO THE COST OF EQUITY CAPITAL

COMPANY

COMMON
EQUITY

FIXED

INCOME

CAPITAL

M/B
RATIO

MKT. VALUE
DEBT(1 -Q/EQ.

1.05

1.77

1.30

1.29

1.58

1.52

0.36

0.45

0.39

0.73

0.41

0.39

0.27

0.56

0.43

0.63

0.81

0.63

0.84

Central Vermont P. S.
FirstEnergy Corp.
Green Mountain Power
Progress Energy
Ameren Corp.
Cleco Corporation
DPL, Inc.
Empire District Electric
Energy Corp.

Hawaiian Electric
PNM Resources
Pinnacle West Capital
Unisource Energy

63.00%
45.00%
56.00%
41.00%
50.00%
52.00%
35.00%
46.00%
46.00%
37.00%
38.00%
48.00%
32.00%

37.00%
55.00%

44.00%
59.00%
50.00%
48.00%
65.00%
54.00%
54_00%
63.00%
62.00%
52.00%
68.00%

4.51

1.37

1.77

1.77

1.31

1.11

1.64

AVERAGES 45.31% 54.69% 1.69 0.53

TARGET CAP. STRUCTURE 50.00% 50.00% 1.69 0.38

AVERAGE (_LEVERED) UTILITY BETA = 0.83

Beta (Unlevered) = Beta (Levered)/(1+D(1-t)/E)

Beta (Un1evered)= 0.83/(1+.53)= 0.54

Beta (Re1evered)= Beta (Un1evered)*(1+D(1-t)/E)

Beta (Re1evered)= 0.54(1.38)= 0.75

IMPACT ON COST OF EQUITY CAPITAL

Measured Beta
Relevered Beta

0.830

0.751

[1] Diff. in Beta 0079

12] Market Risk Premium (nm-rf) 4% to 6%

Average Cost of equity impact = [1] x [2] 0.32% to 0.48 %
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Equity Risk Premiums (ERP): Determinants, Estimation and

Implications

Equity risk premiums are a central component of every risk and return model in finance

and are a key input into estimating costs of equity and capital in both corporate finance

and valuation. Given their importance, it is surprising how haphazard the estimation of

equity risk premiums remains in practice. In the standard approach to estimating equity

risk premiums, historical returns are used, with the difference in annual returns on stocks

versus bonds over a long time period comprising the expected risk premium. We note the

limitations of this approach, even in markets like the United States, which have long

periods of historical data available, and its complete failure in emerging markets, where

the historical data tends to be limited and volatile. We look at two other approaches to

estimating equity risk premiums -- the survey approach, where investors and managers ar

asked to assess the risk premium and the implied approach, where a forward-looking

estimate of the premium is estimated using either current equity prices or risk premiums

in non-equity markets. We close the paper by examining why different approaches yield

different values for the equity risk premium, and how to choose the "right" number to use

in analysis. (In an addendum, we also look at equity risk premiums during the market

crisis, starting on September 12, 2008 through October 16, 2008.)
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This regression reinforces the view that equity risk premiums should not be

constants but should be linked to the level of interest rates, at the minimum, and perhaps

even to the slope of the yield curve. In September 2008, for instance, when the l0»year

treasury bond rate was 3.55% and the 6-month treasury bill rate was at 2.4%, the implied

equity risk premium would have been computed as follows:

Implied ERP : 1.93% + 0.371 (3.55%) ...111 (3.55% - 2.4%) : 3.12%

This would have been well below the observed implied equity risk premium of about

4.54% and the average implied equity risk premium of 4% between 1960 and 2008 .

While we have considered only interest rates in this analysis, it can be expanded

to include other fundamental variables including measures of overall economic growth

(such as expected growth in the GDP), exchange rates and even measures of risk

aversion.

Implied Equity Risk Premiums during a Market Crisis - 9/15/08 ro 10/16/08

When we use historical risk premiums, we are, in effect, assuming that equity risk

premiums do not change much over short periods and revert back over time to historical

averages. This assumption was viewed as reasonable for mature equity markets like the

United States, but was put under a severe test during the market crisis that unfolded with

the fall of Lehman Brothers on September 15, and the subsequent collapse of equity

markets, first in the US , and then globally .

Since implied equity risk premiums reflect the current level of the index, the 22

trading days between September 15, 2008, and October 16, 2008, offer us an

unprecedented opportunity to observe how much the price charged for risk can change

over short periods. In figure 7A, we depict the S&P 500 on one axis and the implied

equity risk premium on the other. To estimate the latter, we used the level of the index

and the treasury bond rate at the end of each day and used the total dollar dividends and

buybacks over the trailing 12 months to compute the total yield. For example, the total

dollar dividends and buybacks on the index for the trailing 12 months of 52.58 resulted in

a dividend yield of 4.20% on September 12 (when the index closed at 1252) but jumped

to 4.97% on October 6, when the index closed at 1057.71

71 It is possible, and maybe even likely, that the banking crisis and resulting economic slowdown was
leading some companies to reassess policies on buybacks. Alcoa, for instance, announced that it was
terminating stock buybacks. However, other companies stepped up buybacks in response to lower stock
prices. If the total cash return was dropping, as the market was, the implied equity risk premiums should be
lower than the numbers that we have computed.
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In a period of a month, the implied equity risk premium rose from 4.20% on September

12 to 6.39% at the close of trading of October 10. Even more disconcertingly, there were

wide swings in the equity risk premium within a day, in the last trading hour just on

implied equity risk premium ranged from a high of 6.6% to a low of
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October 10, the

6.1%.

There are two ways in which we can view this volatility. One the one side,

proponents of using historical averages (either of actual or implied premiums) will use

the day-to-day volatility in market risk premiums to argue for the stability of historical

averages. They are implicitly assuming that when the crisis passes, markets will return to

the status quo. On the other hand, there will be many who point to the unprecedented

jump in implied premiums over a four-week period and note the danger of sticking with a

"fixed" premium. They will argue that there are sometimes structural shifts in markets,

i.e. big events that change market risk premiums for long periods, and that we should be

therefore modifying the risk premiums that we use in valuation as the market changes

around us I

There is one final point to be made about the changes in risk premiums during this

crisis. The volatility captured in figure 7A was not restricted to just the US equity

markets. Global equity markets gyrated with and sometimes more than the US, default

spreads widened considerably in corporate bond markets, commercial paper and LIBOR

dm
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rates soared while the 3-month treasury bill rate dropped close to zero and the implied

volatility in option markets rose to levels never seen before. Gold surged but other

commodities, such as oil and grains, dropped. Not only did we discover how intertwined

equity markets are around the globe but also how markets for all risky assets are tied

together. We will explicitly consider these linkages as we go through the rest of the

paper.

Extensions of lmplied Equity Risk Premium

The practice of backing out risk premiums from current prices and expected

cashflows is a flexible one. It can be expanded into emerging markets to provide

estimates of risk premiums that can replace the country risk premiums we developed in

the last section. Within an equity market, it can be used to compute implied equity risk

premiums for individual sectors or even classes of companies .

a. Other Equity Markets

The advantage of the implied premium approach is that it is market-driven and

current, and does not require any historical data. Thus, it can be used to estimate implied

equity premiums in any market, no matter how short its history, It is, however, bounded

by whether the model used for the valuation is the right one and the availability and

reliability of the inputs to that model. Earlier in this paper, we estimated country risk

premiums for Brazil, using default spreads and equity market volatile. To provide a

contrast, we estimated the implied equity risk premium for the Brazilian equity market in

September 2008, from the following inputs .

The index (Bovespa) was trading at 48,345 on September 9, 2008, and the

dividend yield on the index over the previous 12 months was approximately 2% .

While stock buybacks represented negligible cash flows, we did compute the

FCFE for companies in the index, and the aggregate FCFE yield across the

companies was 5.4l%.

Earnings in companies in the index are expected to grow 9% (in US dollar terms)

over the next 5 years, and 3.80% (set equal to the treasury bond rate) thereafter.

' The riskfree rate is the US 10-year treasury bond rate of 3.80% .

The time line of cash flows is shown below:
2,853 3,109 3,389 3,694 4,027 4,027(l.038)

= + z + 3 + 4 + 5 + 5
(l+ r) (l+ r) (l+ v) ( l + r ) (l+ r) (r-.038)(I+ r)

These inputs yield a required return on equity of I0.78%, which when compared to the

treasury bond rate of 3.80% on that day results in an implied equity premium of 6.98% .

48,345
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Selected Yields

Recon I
(7/29/09)

3 Months
Ago

(4/29/09)

Year
Ago

(7/30/08)

Recent

(7/29/09)

3 Months
Ago

(4/29/09)

Year
Ago

(7/30/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs

0.50
0.00-0."»5

3.25
0.27
0.49

0.50
0.00-0.25

3.25
0.40
1 .03

2.25
2.00
5.00
2.72
2.80

3,70
2.82
2.64
2.98

3.30
2.61
2.45
3,15

5.53
5.68
5.53
4.12

0.56
083
1 .90

0.79
0.98
1 .93

1.59
2.11
4.16

Mortgage-Backed Securities
CNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30~year) A
Utility (25/30~year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

6.95
6.02
5.79
7_1 4

784
6.41
6.33
7.58

6.38
6.32
6.31
6.78

0.18
0.25
0.48
2.63
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Water Utility
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rates. Such initiatives are likely to enable companies to
better recover unforeseen expenses, and thus deliver
steadier financial results.

Oceans of Costs

Nevertheless, the water utilities is an increasingly
capital intensive industry. Many infrastructures are
outdated and will require heavy investment in order to
make the necessary repairs. Greater EPA requirements
only make things more difficult, as infrastructure costs
are estimated at hundreds of millions of dollars over the
next decade.

Cash is at a premium in this space, however, with
most companies sporting highly leveraged balance
sheets and nominal cash reserves. That said, debt and
stock issuances have become, and are likely to remain,
commonplace as providers struggle to foot the bill.
Unfortunately, the increased costs associated with such
financial undertakings, i.e. steeper interest rates and
higher share counts, are likely to dilute share earnings
growth as well as shareholder gains. Those able to raise
capital may well benefit from the plethora of acquisition
targets that have emerged.

Water Utility providers have fared pretty well of
late, with increasingly favorable regulatory back-
ing boosting revenues and driving strong bottom-
line advances in the first quarter. Additional im-
provements are likely to evolve on the regulatory
front and should enable most in this space to
maintain their recent earnings momentum
throughout the remainder of the year.

N e v e r t h e l e s s ,  t h e s e  s t o c k s ,  a l t h o u g h  u p ,  h a v e
lost some of their luster since our April report.
Indeed, the group, as a whole, has fallen from the
upper echelon of the Value Line Investment uni-
verse for Timeliness, as the broader market
showed some glimpses of rallying, and now sports
an average rank.

But it still may be an area of interest for inves-
tors. Despite the recent spurts of price momen-
tum, the market remains extremely volatile over-
all. The tough macroeconomic environment
creates a difficult backdrop, which ought to favor
industries that are perceived as relative safe ha-
vens, a trait typically exemplified by water utili-
ties' historically steady dividend growth.

Financing issues raise some concerns, longer-
term, however, and limit the group's 3- to 5-year
appeal. In fact, not a single stock in this industry
stands out for 3- to 5-year appreciation potential,
as rising infrastructure costs threaten to erase the
bulk of future profit advances.

Conclusion

A  S w i m m i n g l y  R e f r e s h i n g  B a c k d r o p
A l t h o u gh  t h e  s t o c k s  i n  t h i s  g r o u p  d o  n o t  s t a n d  o u t

ei ther for the coming s ix  to 12 months  or the 3- to 5-year
pu l l ,  i nv es tors  wi t h  a  c aut ious  bent  may  want  t o  hav e a
c l os e r  l ook .  Wat e r  u t i l i t i es  w i l l  p robab l y  be  a  f a r  m ore
s t ab le  p lac e  t o  be  i f  t he  mark e t  remains  v o la t i l e ,  a  f a i r
be t  gi v en  t he  gl um  ec onom i c  i nd i c a t o rs  t ha t  hav e  c on-
t i nued  t o  c ome ou t .  The  c u r ren t  d i v i dend  y i e l d  o f C a l i -
f o rn i a Water Services i s  par t i cu lar l y  in teres t ing as  i s  t he
future growth prospec ts  of Aqua Amer ica, whose aggres -
s i v e  M & A  s t ra t egy  m ay  we l l  p rov e  c u r ren t  p ro j ec t i ons
m odes t .  A m er i c an  Wa t e r  Work s  i s  ano t he r  i n t e res t i ng
c and idat e .  a l t hough i t s  s hor t  t rad ing h i s t o ry  and parent
company 's  control  issues should scare of f  the risk  averse.
T ha t  s a i d ,  as  a l way s ,  we  adv i s e  i nv es t o rs  t o  c a re f u l l y
rev iew the pages  of  t he ind iv idual  s tocks  before mak ing
any  f i nanc i a l  c ommi t ment s .

There is  no way  around i t ,  water  i s  a necess i t y  of  l i f e .
As  a resul t ,  water  prov iders  are v i t a l  as  wel l ,  espec ia l l y
s ince reports  show that  the wor ld 's  f resh water supply  is
l i m i t e d  a n d  l i k e l y  t o  d r y  u p  s o o n e r  t h a n  m a n y  w e r e
o r i gi na l l y  an t i c i pa t i ng.

Meanwhi l e ,  many  onc e pro  agon i s t i c  s t a t e  regu la t o ry
c ommis s ions  hav e  c hanged t he i r  s t anc es  and  hav e  be-
c o m e  m o r e  b u s i n e s s  f r i e n d l y  i n  r e c e n t  t i m e s .  T h i s  i s
e x t r e m e l y  i m p o r t a n t  a s  t h e s e  r e gu l a t o r y  a u t h o r i t i e s ,
wh i c h  we re  pu t  i n  p l ac e  t o  he l p  m a i n t a i n  a  ba l anc e  o f
power  be t ween c us t omers  and  p rov i ders  and  t o  ens ure
fai r  bus iness  prac t ices ,  are respons ible for rev iewing and
ru l ing on genera l  ra te  reques ts  made by  ut i l i t i es  t o  he lp
r e c o v e r  c o s t s .  D e c i s i o n s  h a v e  b e e n  m o r e  t i m e l y  a n d
f a v o r a b l e  o f  l a t e  a n d  s h o u l d  o n l y  ge t  b e t t e r  n o w  t h a t
s om e s t a t es  hav e  enac t ed  add i t i ona l  m ec han i s m s  t ha t
reduc e  ou t s i de  i n f l uenc es  ( s uc h  as  wea t he r )  on  us age

Andre I Costanza
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New Regulatory Finance

DCF Growth Rate Check

As a reasonableness check on the DCF growth rate, the growth rate in dividends
can be verified using the following relationship:"

4

Dividend Growth Risk-Tree Return + Risk Premium - Dividend Yield

For example, let us say that do yield on Treasury bonds as a proxy for the
risk~§tee return is 5%, the utility risk premium is 5.5% derived from a Capital
Asset Pricing Model (CAPM) analysis discussed 'm earlier chapters, md the
expected dividend yield for time utility industry is 45%. Substituting these
values 'm the above relationship, we obtain a dividend growth expectation of
6.0% as follows:

Dividend Growth = 5.0% + 5.5% - 4.5% = 6.0%

9.6 Growth in the Non-Constant DCF Model

Although the constant growth DCF model does have a long history, analysts,
practitioners, and academics have come to recognize that it is not applicable
in many situations. A multiple-stage DCF model that better mirrors the pattern
of future dividend growth is preferable. There is a growing consensus and
ample empirical support that the best place to start is with security analysts'
forecasts, that is, asurne that dividend policy is relatively constant and use
analyst forecasts of earnings growth as a proxy for dividend forecasts. The
problem is that from the standpoint of the DCF model that extends into
perpetuity, analysts' horizons are too short, typically five years. It is often
unrealistic for such growth to continue into perpetuity. A transition must occur
between the first stage of growth forecast by analysts for the first five years
and the company's long-term sustainable growth rate. Accordingly, multiple
stage DCF models of this transition are available and were described in Chapter
8. It is useful to remember that eventually all company growth rates, especially
utility services growth rates, converge to a level consistent with the growth
rate of the aggregate economy.

e

A reasonable alterative to the constant growth DCF model is to use a multiple-
stage DCF model that more appropriately captures the path of fume dividend

Ne Bquating the expected remen from the standard DCF equation and Lhe required
ream from the CAPM equation:

K D1/P + g :: R, + Risk Premium
K - D1/P + g z Rf + B(R,,, - R() from the CAPM

So~iv'mg for g:
g = Re + B(R,. -. Rf) - D,/p
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10

Estimating the C<>st
of Capital

To value a company using enterprise DCF, we discount free cash flow by the
weighted average cost of capital (WACC). The weighted average cost of cap-
ital represents the opportunity cost that investors face for investing their
funds in one particular business instead of others with similar risk.

The most important principle underlying successful implementation of
the cost of capital is consistency between the components of WACC and free
cash flow. Since free cash flow is the cash flow available to all financial in-
vestors (debt, equity, and hybrid securities), the company's WACC must in-
clude the required return for each investor. In addition, the duration and
risk of the financial securities used to estimate the WACC must match that
of the free cash flow being discounted. To assure consistency, the cost of
capital must meet several criteria:

•

•

!
i

It must include the opportunity costs from all sources of capital-
debt, equity, and so on-since free cash flow is available to all in-
vestors, who expect compensation for the risks they take.
It must weight each security's required return by its target market-
based weight, not by its historical book value.
It must be computed after corporate taxes (since free cash flow is cal-
culated in after-tax terms). Any financing-related tax shields not in-
cluded in free cash flow must be incorporated into the cost of capital
or valued separately (as done in the adjusted present value).
It must bedenominated in the same currencyas freecash flow.
It must be denominated in nominal terms when cash flows are stated
in nominal terms.

\.

4

For most companies, discounting free cash flow at the WACC is a sim-
ple, accurate, and robust method of corporate valuation. If, however, the

l .

291
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percent
under 5 percent.

Although many in the finance profession disagree about how to mea-
sure the market risk premium, we believe 4.5 to 5.5 percent is an appropri-
ate range- Historical estimates found in most textbooks (and locked in the
mind of many), which often report numbers near 8 percent, are too high for
valuation purposes because they compare the market risk premium versus
short-term bonds, use only 75 years of data,and are biased by the historical
strength of the U.S. market.

from 770 percent gives an estimate of the risk premium at just

Estimatingbeta According to the CAPM, u stock's expected return is dri-
ven by beta, which measures how much the stock and market move to-
gether. Since beta cannot be observed directly, wemust estimate its value. To
do this, we first measure a raw beta using regression and then improve the
estimate by using industry comparables and smoothing techniques. The
most common regression used to estimate a company's raw beta is the mar-
ket model:

R, =a+l3Rm+8

4

In the market model, the stock's return (not price) is regressed against the
market's return.

In Exhibit 10.8, we plot 60 months of Home Depot stock returns versus
S&P 500 returns between 1999 and 2003. The solid line represents the "best

o
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1 INTRODUCTION

Please state your name, occupation and business address for the

record

My name is Jodi Jericho. I am the Director of the Arizona Residential Utility

Consumer Office (RUCO). My business address is 1110 w. Washington

Street. Suite 220. Phoenix. Arizona 85007

Please state your educational background and qualifications in the

utility regulation field

Governor Brewer appointed me to serve as the Director of RUCO in February

2009. The State Senate found my qual i f icat ions met the statutory

requirements found in Arizona Revised Statutes §40-462 and confirmed my

appointment. As Director, I oversee and approve all testimony and briefs filed

by RUCO. In consultation with my staff, direct the public policy decisions of

the offs

I

From 2003 through 2005, I was employed at the Arizona Corporation

Commission as the Policy Advisor to Corporation Commissioner Mike

Gleason. In that role, I advised the Commissioner on matters coming before

the Commission including water utility rate cases. l was actively involved in

the utility policy-making decisions of that Commissioner's office

Except for the time I was employed by the Commission, from 1997 through

2008, I was employed at the Arizona House of Representatives. I held several

2
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positions during my tenure, eventually becoming Chief of Staff and Counsel to

the Majority Caucus. Relevant to the question at hand, l advised Legislators

on matters involving water, energy, Commission jurisdiction and utility

security

In 2006, when Governor Janet Napolitano appointed Barry Wong to fill the

Commission seat vacated by Commissioner Marc Spitzer's appointment to

the Federal Energy Regulatory Commission (FERC), I took a leave of

absence from the Legislature for a short time in order to assist Commissioner

Wong establish his office

Finally, am a Phi Beta Kappa graduate of Indiana University. I also have a

uris doctorate degree from Indiana University and am a member of the

Arizona and Tennessee bars

I

16
17

Q. What is the purpose of your testimony

The purpose of my testimony is to explain RUCO's position on rate

consolidation in this docket

20

21 RATE CONSOLIDATION

22 Q. What is "rate consolidation"?

Rate consolidation is also commonly known as "single tariff pricing". In

addition. the terms "uniform rates". "standard tariff rates". "unified rates
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and "rate equalization" are sometimes used.

this concept as rate consolidation

My testimony will refer to

Rate consolidation is the use of a unified rate structure for multiple water

not be contiguous or

consolidation, all customers of the utility pay the same rate for service

utility systems that are owned and operated by a single utility, but that may

physically interconnected Through rate

even though the individual systems providing service may vary in terms of the

number of customers sewed, operating characteristics and stand alone

costs

12 Q. What is RUCO's position on rate consolidation in this docket?

RUCO believes that rate consolidation is a matter of public policy to be

determined by the Corporation Commission. There are several public policy

reasons to oppose rate consolidation. On the other hand, there are other

public policy considerations to support rate consolidation. My testimony will

outline the general reasons for and against rate consolidation. As it has in the

past, RUCO continues to contend that separate rates for separate systems

20

respect the principle of traditional cost of service ratemaking and ensure that

those who use the utility services pay for them. However, if the Commission

were to find that rate consolidation is in the public interest, then RUCO would

not object to rate consolidation for all 17 systems in this particular docket

as shown as Option F in Exhibit B. With that said, RUCO would oppose

any routine approval of rate consolidation proposals in the future and would

4
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encourage the Commission to review rate consolidation proposals on a case

by-case basis

4 Q. Why has RUCO opposed consolidation in the past?

thePreviously, rate consolidation proposals have been limited to

consolidation of two systems - typically a large system and a small one. In

10

2004, both RUCO and Staff opposed Arizona Water's request to consolidate

the commodity rates for the Apache Junction and Superior systems. Apache

Junction had 16,093 customers and Superior had 1,288 customers. RUCO

and Staff opposed this consolidation because of the traditional ratemaking

principle that individual system rates should reflect their specific system costs

(Decision No. 66849 at p. 28)

Has the Commission rejected rate consolidation proposals in the

past?

Yes. For example, the Commission rejected Arizona Water's proposal to

consolidate the base rate and ACRM for the Sedona and Rim rock systems in

its Northern Group (Decision No. 66400). Furthermore, the Commission has

rejected other Arizona Water rate consolidation proposals. (See Decision No

58120 at 33-34 and Decision No. 64282 at 20-21 -)
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1 Q Has the Commission approved rate consolidation proposals in the

past?

Yes. The Commission has approved Arizona Water Company's proposals for

consolidation for ratemaking purposes of the Sedona and Valley Vista

systems as well as the consolidation of the Apache Junction and Superior

systems

In Decision No. 66849, over the opposition of Staff and RUCO, the

Commission approved the consolidation of the Apache Junction and

Superior systems stating

Although Staff and RUCO point out that the Company's
Northern Group consolidation recommendation was recently
denied, the request in this proceeding is distinguishable. First
unlike the situation in the Northern Group case, the Superior
and Apache Junction systems are already contiguous
Further. the backbone transmission facilities needed to serve
a development approximately four miles from the Superior
system well fields are already under construction, and full
interconnection with Superior will be completed in less than
two years. Thus, the interconnection of systems is not
speculative but is imminent. Given these differences from the
Northern Group proceeding, we believe it is appropriate to
allow the first step of consolidation at this time in order to
recognize the interconnection of the systems and to minimize
the "rate shock" that may otherwise be experienced by
customers in the Superior system." (Decision No. 66849 at
28.)

From past history, it appears that the Commission has been most

persuaded to approve rate consolidation when two systems are either

it is RUCO's understanding that the Company did not interconnect these two systems
6
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1 being physically interconnected or close enough geographically such that

2 interconnection has been contemplated.

3

4 Q. Does this history suggest that the Commission will look at rate

5 consolidation on a case-by-case basis?

6 Yes. According to a 1999 joint publication by the U.S. Environmental

7 Protection Agency (EPA) and the National Association of Regulatory Utility

8 Commissioners (NARUC), the Arizona Corporation Commission is one of 22

9 state commissions that have allowed regulated water utilities to

10 implement single tariff pricing As discussed above, Arizona has approved

11 single tariff pricing on a case-by-case basis.

12

13 A copy of the EPA-NARUC publication is attached as Exhibit A.

14

15 Q. What are the arguments in favor of rate consolidation?

16 The EPA-NARUC publication offers several arguments in support of rate

17 consolidation. RUCO lists the arguments it finds most persuasive.

18 Mitigates rate shock to utility customers.

19 Lowers administrative costs to the utilities.

20 Provides incentives for utility regionalization and consolidation.

21 Lowers administrative cost to the commission.

2 "Consolidated Water Rates: Issues and Practices in Single-Tariff Pricing" EPA 816-R_99-009,
September 1999, at p, 52 and Table EL .

A.

A.

4.

2.

3.

1.

7
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5 Encourages larger utility companies to acquire small, struggling

utilities

4 Q. Does RUCO find any of these arguments persuasive?

RUCO finds rate consolidation a worthy public policy consideration in

this case for all of the above reasons. RUCO is particularly persuaded by the

fact that consolidated rates make it much easier for a large water utility to

acquire a small, struggling water company

10 According to the Commission's website, there are 288 Commission regulated

water companies in Arizona. The majority of them are Class C, D, and E

companies. Many of these companies are located in rural, remote areas

Larger utilities often are reluctant to consider acquiring smaller, nonviable

systems unless reliable means of cost recovery can be identified and

secured. An acquisition candidate often presents substantial infrastructure

needs but its service community lacks the ability to pay for improvements

through higher rates."° A consolidated rate schedule is "an incentive for

small water systems that lack capacity

because it makes it possible to spread costs over a larger service population

larger water utilities to acquire

and maintain more stable and affordable rates for customers of some smaller

and more expensive systems

Id. at 28
Id. at vii
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1

2

3

4

5

6

7

For example, in 2006, the Commission approved the sale of seven (7)

small water systems (known collectively as "the McLain systems") to

Algonquin Water Resource subsidiaries, Northern Sunrise and Southern

Sunrise Water Companies. (Decision No. 68826). While the Order found the

McLain systems had combined fair value rate base of $696,752.14, the

Commission recognized the need to make capital improvements totaling

$802,100.00, along with approving an acquisition fee of $300,000.

8

9

10

11

12

13

14

15

16

17

18

In an earlier Order to determine the rate base value of the McLain systems,

the Commission noted that the systems were in "serious disrepair" and posed

a "serious safety hazard". The systems were "plagued by numerous outages

caused by well failures, line breaks, power outages, possible sabotage and

demand exceeding supply. None of the McLain Water Systems are

chlorinated, which is serious because the poor condition of the systems

makes them prone to microbial contamination". (Decision No. 68412 at pp. 4-

5). The Commission had already appointed an interim manager (Decision

No. 66241) and exerted its regulatory authority to find a willing buyer to take

over these systems. Algonquin was the only bidder for the systems.

19

20

21

The McLain system failure provides an important lesson. Many Arizonans-

particularly those in rural Arizona-receive water utility sen/ice from small

22

23

water companies. Small utilities face greater obstacles in the provision of

water delivery service than their larger counterparts. Since they have fewer

24 customers to spread costs, they have unique pressures to maintain capital

9
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and operating costs while providing quality water service. Smaller water

systems are at risk of underperformance primarily because they simply are

not large enough to achieve economies of scale. Additionally, smaller

companies may not be able to attract equity investors or obtain debt on

favorable terms as easily as large utilities. It is difficult for small companies to

take advantage of any economies of scale and pass along the savings to their

customers. Yet, customers of small water companies deserve the same

quality of service that customers of large, more sophisticated water

companies receive

If full rate consolidation were to become a possible option in cases where the

acquisition of a struggling, non-compliant water utility is in the public interest

then RUCO believes it is more likely that more companies would be willing to

purchase that utility

Again, RUCO believes all residential ratepayers throughout Arizona deserve

clean, safe and reliable drinking water. However, the reality is that several

small, rural water utilities are unable to provide it. According to the Arizona

Department of Environmental Quality ("ADEQ"), numerous small water

customers).

Antelope Run (140 customers) currently have outstanding Notices of

companies have struggled to meet water quality standards. For example

ADEQ currently has an enforcement case pending against McNeal Water (25

East Slope (784 customers), Indiana (54 customers) and

Violations ("NOVs"). Furthermore, the following Commission-regulated

tO
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1 utilities have either outstanding NOVs and have recently resolved an NOV:

2

3

4

Winchester Heights (129 customers), Monte Vista (40 customers), Sonoita

Valley (40 customers), and Ashcreek (91 customers and currently operated

by an interim manager).

5

6 Q. What are the arguments in opposition to rate consolidation?

7

8

9

10

The EPA-NARUC publication also offers several arguments in opposition to

rate consolidation. RUCO lists the arguments it finds most persuasive.

Conflicts with cost of service principles.

Provides subsidies to some high cost customers at the expense of

11 other customers.

12 Distorts price signals.

13 Discourages water conservation.

14

15 Q. Are these important considerations for RUCO?

16 All four of these arguments are strong reasons to reject a

17 However, RUCO contends that i t has

18

Absolutely.

proposal to consolidate rates.

identified a rate consolidation design (Option F) that mitigates these

19 concerns to some degree.

20

21 Q. Explain the rate design options considered by RUCO.

22

23

RUCO identified six (6) rate design options using the revenue requirements it

filed in its surrebuttal testimony. I have attached these options as Exhibit B.

24

A.

A.

A.

4.

2.

3.

1.

11
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1 RUCO decided not to limit its consideration of rate consolidation solely to the

2 Instead, RUCO reviewed several

3

proposal submitted by the Company.

different rate consolidation options.

4

5

By reviewing Exhibit B, it will be

readily apparent why RUCO prefers Option F over other rate consolidation

proposals.

6

7 Q.

8

Before going into detail for all the rate consolidation options, please

explain Option F and why RUCO prefers Option F.

9 Option F ensures that no system receives more than a $5.00 increase for its

10

11

12

average residential ratepayer. This Option consolidates all 17 systems into a

single base rate. However, each system retains its own individual commodity

rates. No system would incur more than a $5.00/month increase in rates for

13 the average residential ratepayer.

14

15

16

17

18

19

20

21

22

There are several reasons why RUCO prefers Option F. First, this proposal

consolidates 8 17 systems into a single base rate. Instead of matching up

one large system for the perpetual subsidization of a smaller system, costs

are spread to all ratepayers. This is the only practical method where a large

system would realize any significant financial benefit from consolidation.

When consolidation is limited to pairing a large system with a small one, the

larger system always subsidizes the majority of the smaller system's costs.

The smaller system would only cover a minor portion of the larger system's

A.

12
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1 costs.5 Second, under Option F, no system would realize more than a $5.00

2 rate increase. Under all other proposals, some systems would receive very

3 large increases, while some others would see very large decreases. Option F

4 has the most narrow band width between the dollar amounts for systems that

5 get a decrease and those that receive an increase. Third, Option F retains

6 individual system commodity rates. This requires the Company to keep track

7 of expenses on a per system basis and allows Commission Staff a

8 morethorough review of the Company's books. Fourth, separate commodity

9 rates are based on cost of service. Option F preserves some integrity for this

10 ratemaking principle. Finally, Option F's individual commodity rates mitigates

11 the concern that rate consolidation would discourage water conservation.

12

13 Q. Please review the six (6) rate design options.

14 Option A Maintain Separate Systems

15 Option A is a traditional rate design with no consolidation. This option

16 adheres to the cost of service principle and the plan encourages water

17 conservation, but Miami and Stanfield will experience rate shock with 40.55%

18 and 102.19% average increases, respectively.

5 For illustrative purposes, System A has 90 customers and is consolidated with System B which as
10 customers. in Year 1, System B incurs $1,000 of capital costs. Under consolidation, System A
picks up 90% of these costs while the System B covers only 10%. In Year 3 when System A needs
$9,000 of capital improvements, System A still covers 90% of its own expenses while System B
only picks up 10%. With more systems consolidated, costs are further spread and the percentage
of costs subsidized is reduced.

A.

13
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1

2

Each system has its own base rate and commodity charges based on the

cost of service for that individual system.

3

4 Option B Company Proposed Consolidation

5

6

7

8

This is the consolidation option proposed by the Company. It consolidates

some of the systems and leaves others alone. The Company proposes to

consolidate several systems - typically matching a large system with a small

one. Some of the consolidated systems are fully consolidated and others

9 only have a consolidated base rate and separate commodity rates. This

10

11

proposal may avoid rate shock, but the pairing of larger systems with smaller

systems will result in cross subsidization of smaller systems in a way which is

12 inequitable for the larger system.

consider.

There are more equitable options to

13

14

15 Option C Full Consolidation by Group

16

17

18

19

20

21

The Company divides its 17 systems into three Groups: The Northern Group,

the Eastern Group and the Western Group. RUCO designed rates for the

consolidation of the 17 systems into three groups. All the systems in the

Northern Group would be combined into one rate design and the same for the

Eastern Group and the Western Group. This option does not address rate

shock to Winkelman and Sierra Vista.

22

23

24

14
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1 Option D Full Consolidation of all 17 Systems

2

3

4

Option D consolidates all 17 systems into a single rate design. All systems

would have the same base rate and the same commodity rates. This option

has the same problems as Options B and C. The option does not have to

address rate shock to Winkelman.5

6

7

8

Option E Fully Consolidated Base Rate with Individual

CommodityRates

9

10 but have their own commodity rates.

11

12 However,

13

Option E is a variation of Option D. All 17 systems would have the same

base rate Retention of commodity

rates encourages water conservation, sends the appropriate price signals for

proper water conservation and honors cost of service principles.

this option does not avoid rate shock to Miami and Stanfield.

14

15

16

Option F Modified Option E with an adjusted base rate to ensure no

system incurs more than a $5.00 increase.

17

18

19

20

21

22

23

Option F is Option E with one modification to address issues of rate shock

and provides greater rate stability. The modification in Option F reduces the

revenue requirement for those systems that would have experienced an

increase larger than $5_00 under Option E by adjusting the base rate for all

systems. By doing so, no system has more than a $5.00 increase for the

average residential customer. This also has the effect of diminishing the

reductions some systems would have experienced under Option E, in effect,

15
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it narrows the band of change from the present rates and provides additional

support for the argument that rate consolidation provides rate stability

4 Q. Why doesn't RUCO support the rate consolidation plan proposed by the

Company (Option B)?

The Company's proposal results in inequitable unilateral subsidization of

smaller systems by larger systems. RUCO finds that this type of rate

consolidation is a one way street always benefitting one system and always

burdening the other system

10

As in the past, the Company's current proposal matches a large system with

one or two small systems." The purpose of this type of consolidation is to

mitigate the rate increase of the smaller system Py having the larger system

pay more than its fair share

One of the reasons FULL rate consolidation appeals to RUCO in this docket

is that it allows everyone's costs to be spread across all the systems. While

consolidation in this rate case wit\ initially have some systems pay some costs

for other systems, over time those systems that pick up some costs from

other systems will receive relief in the future when other systems pick up

some of their costs. In the Company's proposal, there is no way that the small

The Company matches Superstition (18,257 customers) with Miami (2,820 customers) and Casa
Grande (20,642 customers) with Stanfield (179) and Coolidge (4,229). Sedona (5,154) will subsidize
Pinewood (2,862) and Rimrock (1,230) The Company does propose to consolidate the two similarly
sized systems of Bisbee (3,085) and Sierra Vista (2,664)

16
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systems will provide any meaningful rate benefit for their larger "host" system

in the future. The larger system will always be covering for the smaller

system. This perpetual inequity requires RUCO to oppose the Company's

limited rate consolidation proposal

For example (as shown in Exhibit B), under the traditional cost of service rate

design of Option A (no consolidation), the Miami system is to receive a

$13.89 (40.55%) increase to cover its expenses. However, under the

Company's proposal to consolidate Miami with Superstition as shown in

Option B, Miami would enjoy a $2.21 (6.44%) decrease. This cost shift goes

too far. It's one consideration if the purpose of rate consolidation is to

mitigate rate increases for smaller systems. it's another concern entirely to

eliminate any responsibi l i ty for that system to cover i ts own costs

Meanwhile, Superstition's rate increase jumps from $0.12 (0.36%) without

consolidation to $2.24 (6.63%) under the Company's proposed consolidation

plan. Miami's 2,820 customers will always benefit from merging rates with

Superstition's 18,257 customers. And Superstition would never benefit in any

meaningful way from this plan in the future because Miami is simply too small

to absorb any substantial portion of Superstition's costs

The Company also proposes to consolidate Casa Grande (29,642), Coolidge

(4,229) and Stanfield (179), Without rate consolidation, Stanfield ratepayers

would be hit with a $43.53 (102.19%) increase. The Company's consolidation

proposal does far more than merely mitigate this increase.

17

Under the
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1

2

3 i n c r e a s e .

4

5 decrease.

6

Company's proposal, Stanfield would see a $7.37 (17.30%) decrease. These

costs would be picked up primarily by Coolidge, which would see its $0.78

(3.03%) rate decrease turn into a $2.55 (9.96%) rate Finally, the

Sedona/Rimrock/Pinewood proposal would see Rim rock swing from a $5.36

(11.54%) increase to a $5.59 (12.04%) Again, rate consolidation

should not eliminate all cost recovery obligations for a system.

7

8 Q. What are some of the considerations of Option c, which consolidates

g the 17 systems into 3 consolidated rates groups?

10

11

12

13

14

15

16

17

18

19

20

21

22

There are two primary considerations for rate consolidation by Group. First,

the consolidated systems are geographically close. From past Commission

decisions, geographic proximity has, at times, been a factor weighing in favor

of consolidation. Furthermore, Company resources such as employees,

maintenance equipment, fleet vehicles and office space are shared by these

systems. Second, a future rate case would not require the Company to file an

application on a company-wide basis. As in the past, the Company could

come in for a rate application for a single consolidated Group. This may be

less of a strain on resources for both the Company and Staff compared to a

company-wide rate case. Nonetheless, RUCO finds Option F a better rate

design than Option c in this case because it spreads the costs to all the

ratepayers company-wide and it mitigates the impact of rate increases,

encourages conservation and adheres, in part, to the cost of service principle.

23

A.

18
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1 Q. What are some of the considerations of full rate consolidation of all

2 17 systems (Option D)?

3

4

Full rate consolidation for the entire company allows costs to be spread

over a larger base of customers. This minimizes the rate impact for those

5 customers who would have to bear the entire cost of expenses attributed to

6 their system.

7

8

g

10

11

12

13

Furthermore, full rate consolidation eliminates the need to identify revenue

requirements for each system. This results in administrative efficiency. As

the Massachusetts Department of Public Utilities stated, "The Department has

found that single tariff pricing provides benefits to customers associated with

operational and functional consolidation. In addition, single tariff pricing is

consistent with the goal of administrative simplicity." (DPU 86-27-A at 77-85,

14 DPU 17885, at 5-)-

15

16

17

18

In order to consolidate all systems, some customers will pay more and some

will pay less. However, systems that picked up other systems' costs will

receive a benefit from those other systems in the future because their costs

19 will be spread across other systems.

A.

19
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1
2
3
4
5
6
7

"A leading argument for single-tariff pricing made by multi-
system water utilities is that each individual system eventually will
require an infusion of capital for renovations and improvements,
only the timing varies. Equalizing rates smoothes the effect of
discrete cost spikes across systems and over time, much like
insurance pooling."7

8

9

10

11

In RUCO's opinion, a favorable rate consolidation proposal is one that has the

least detrimental effect to the systems that are picking up costs for other

systems at the initial stage of consolidation. Over time, rates are stabilized

and increases are minimized by spreading the costs over all systems. .

12

13 However, the most obvious cost shift happens in the initial rate case when

14

15 As stated earlier,

16

17

rate design shifts from cost of service to consolidated rates. Any effort to

mitigate the impact of that shift is in the public interest.

Option F has the smallest dollar amount variation between those systems that

receive a rate increase (no more than $5.00) and those that receive a rate

18 Under Option D's full consolidation, the

19

decrease (no more than $7.18).

swing goes from a rate increase of $13.62 to a rate decrease of $18.07.

20

21 Q. What are some concerns RUCO has with full rate consolidation

22 (Option D)?

23 RUCO has two primary concerns. First, full rate consolidation eliminates the

24 need to maintain books for individual systems. This could lead to the

25 Company over-building a system or not maintaining prudent costs controls

7 Id. at 4.

A.

20
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1 since the widespread sharing of these costs minimizes the rate increase.

2 This may incept a Company to unnecessarily inflate its rate base.

3
4
5
6
7
8
9

10
11

"If rates were to be consolidated, there would be no reason
to maintain separate books and records for each of the
[systems]...However, this loss of operation and financial
data would destroy the ability to evaluate the effectiveness
and efficiency of the Company's operation of the [systems].
As a result, the [public utility commission] would lose its
ability to exercise regulatory oversight and control as it
pertains to these systems."8

12 If the Commission were to find that full rate consolidation is in the public

13

14

15

interest, it could still order the Company to maintain system-specific

bookkeeping. This would be helpful for Staff, RUCO and others to determine

if costs were appropriately and prudently incurred in future rate cases.

to

17

18

19 119

20

21

22

A second concern of full rate consolidation is that this option can send

improper price signals to certain systems. Rate consolidation is arguably "at

odds with water conservation. Water is not the same everywhere in the

state. Different systems have different challenges with water quality or water

quantity issues. For example, under the full rate consolidation of Option D,

the Pinewood system would realize a 20.02% decrease in rates. Yet, this

23 system, like some others, has water delivery difficulties at times due to

24

Id. at 8 citing Ernest Harwig, Direct Testimony before the New Hampshire Public Utilities
Commission in DR 97-058, Pennichuck Water Works, Inc. (1997).
id. at 5.

8

21
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inadequate water supplies. Full rate consolidation ignores the harsh reality of

the difficulty of delivery of adequate and safe water in certain areas in

Arizona

These two concerns are important reasons why RUCO believes that the

consolidation proposal in Option F is the preferred rate consolidation plan

Since Option F retains individual system commodity charges, the Company

must continue to maintain books for each individual system. Second, the

individual commodity rates maintain the integrity of price signals for proper

water conservation. In addition to these primary concerns, Option D also

does not address the rate shock to Winkelman

Discuss Option E

Option E provides a single base rate for all 17 systems, but each system

has its own commodity rates based on its cost of service

As in Option D, for future rate cases, the Company would have to come in on

a company-wide basis. Since each system has its own commodity rates, the

Company and Staff will still have to identify a revenue requirement for each

system. However, this option recognizes the importance of each system

having its unique water acquisition needs. It is more challenging to deliver

22
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water to customers in Pinewood than it is in Casa Grande. Some systems

require more wells or deeper wells for the same output. In addition to water

delivery and quantity issues, systems may have water quality issues that

other systems do not experience. System specific commodity rates help send

appropriate price signals to customers that water delivery in certain areas is

more difficult than in other areas. This option also preserves some notion of

cost of service on a system-by-system basis

9 Q.

10

Explain Option F and why it is RUCO's preferred consolidated rate

design

Should the Commission decide that consolidation in this case is in the public

interest, adoption of Option F is RUCO's preferred plan for rate consolidation

It is a modified version of Option E, and its purpose was to limit the amount of

the rate increase to no more than $5.00 and to narrow the band between the

systems with decreased rates for the average residential user and the

systems with increased rates for the average residential user

There are several reasons why RUCO encourages the Commission to adopt

the rate consolidation plan of Option F if it does decide to consolidate rates in

this docket

First, Option F was intentional ly designed so that no system would

experience more than a $5.00 rate increase for the average residential

user. This Option avoids rate shock better than any of the other proposals

23
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1

2

Second, Option F consolidates all base rates but maintains separate

commodity rates. Those who, like RUCO, are uncomfortable with completely

3

4

leaving traditional cost of service principles will take some comfort that these

principles are preserved through the commodity rates.

5

6

7

Third, separate commodity rates also send the proper price signals for water

conservation.

8

9

Fourth, Option F would require the Company to maintain separate books for

each system to ensure that Staff, RUCO and others can review whether the

10 Company is prudently incurring costs.

11

to Q. Does this conclude your testimony?

13 Yes.

14

15

A.

24
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Consolidated Water Rates: Summary

Purpose

Consolidated rates or single~tariff pricing is the use of a unified rate structure for multiple
water (or other) utility systems that are owned and operated by a single utility, but that
may or may not be contiguous or physically interconnected. The purpose of this report is
to provide policymakers and other stakeholders with an overview of consolidated
ratemaking and an appreciation of the complex trade-offs involve in its implementation

The report provides a review of historical, theoretical, and practical issues related to
consolidated ratemaking, implementation data, and key decisions by the state public utility
commissions. A detailed survey of state public utility commission staff regarding single
tariff pricing is presented. General commission policies are summarized, along with
citations of specific regulatory decisions concerning single-tariff pricing

How Consolidated Pricing Works

Under consolidated pricing, all customers of the corporate utility pay the same rate for the
same service, even though the individual systems providing service may vary in terms of
operating characteristics and stand-alone costs. In many respects, consolidated rates are
the conceptual opposite of "zonal" or spatially differentiated rates

Single-tariff pricing is used by many investor-owned water utilities, with the approval of
state regulators, but it also can be implemented by publicly owned utilities. Single-tariff
pricing can be an incentive for larger water utilities to acquire small water systems that
lack capacity because it makes it possible to spread costs over a larger service population
and maintain more stable and affordable rates for customers of some smaller and more
expensive systems. Single-tariff pricing can be used by publicly owned or nonprofit water
utilities that operate satellite systems, but few examples are readily available

Unfortunately, the literature on utility ratemaking, which leans heavily toward the
conditions and experiences of the energy and telecommunications industries, yields little
theoretical insight or empirical evidence on the implications of single-tariff pricing. Much
of the understanding of this issue is derived from case-specific regulatory proceedings
However, an analysis of historical and theoretical perspectives suggests that single-tariff
pricing is not necessarily inconsistent with the prevailing principles of ratemaking

The Tradeoffs

Single-tariff pricing is a provocative issue precisely because of the tradeoffs involved in
its application, including possible tradeoffs among different types of efficiency. Single
tariff pricing might lessen some kinds of efficiency (such as those related to spatial
allocation of costs and price signals to customers), while improving other lands of
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efficiency (such as those related to management and innovation). Of particular
importance, but hardest to gauge, is whether single-tariff pricing and related restructuring
can lead to long-run efficiency improvements in the water industry. Water utilities and
policymaker must consider and weigh the evidence and trade-offs prior to implementing
or approving single-tariff pricing.

A variety of theoretical and practical arguments in favor and against the use of single~

tariff pricing can be made. Single-tariff pricing tends to stabilize rates and revenues,

mitigate rate shock, and make rates more affordable for the customers of the smallest and

more expensive systems. While  achieving certain capacity-development, affordability,

and operation efficiency goals, however, single-tariff pricing also might trade a degree of

economic efficiency by ignoring spatial differences in costs and diluting price signals. A

1996 survey of commission staff members identified several arguments in favor of and

against single-tariff pricing were identified.

Summary of Select Arguments in Favor and Against
Single-Tariff Pricing

Select Arguments Against
Single-Tariff Pricing
D Conflicts with cost-of-service principles (14)
El Provides subsidies to high-cost customers (12)
D Not acceptable to all affected customers (10)
D Considered inappropriate without physical

interconnection (8)
D Distorts price signals to customers (7)
D Fails to account for variations in customer

contributions (6)
D Justification has not been adequate in a

specific case (or cases) (6)
U Discourages efficient water use and

conservation (4)
D Encourages growth and development in high-

cost areas (4)
U Undermines economic efficiency (3)
D Provides unnecessary incentives to utilities (2)
D Not acceptable to other agencies or

governments (2)
El Insufficient statutory or regulatory basis or

precedents (2)
D Overall costs outweigh overall benefits (2)
D Encourages overinvestment in infrastructure

(1)

Select Arguments in Favor of
Single-Tariff Pricing
D Mitigates rate shock to utility customers (17)
D Lowers administrative costs to the utilities (16)
D Provides incentives for utility regionalization and

consolidation (15)
U Physical interconnection is not considered a

prerequisite (13)
D Addresses small-system viability issues (13)
:1 Improves service affordability for customers (12)
D Provides ratemaking treatment similar to that for

other utilities (10)
D Facilitates compliance with drinldng water

standards (9)
D Overall benefits outweigh overall costs (9)
cl Promotes universal service for utility customers (8)
D Lowers administrative cost to the commission (8)
D Promotes ratepayer equity on a regional basis (6)
U Encourages investment in the water supply

infrastructure (5)
D Promotes regional economic development (3)
D Encourages further private involvement in the water

sector (2)
Cl Other: Can be consistent with cost-of-service

principles (1) and found to be in the public interest
(1)

Source: Author's construct. See Tables ET and E4.
(out of 21 applicable survey responses).

Numbers in parentheses represent number of mentions
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efficiency (such as those related to management and innovation). Of particular
importance, but hardest to gauge, is whether single-tariff pricing and related restructuring
can lead to long-run efficiency improvements in the water industry. Water utilities and
policymakers must consider and weigh the evidence and trade-offs prior to implementing
or approving single-tariff pricing.

A variety of theoretical and practical arguments in favor and against the use of single-
tariffpricing can be made. Single-tariff pricing tends to stabilize rates and revenues,
mitigate rate shock, and make rates more affordable for the customers of the smallest and
more expensive systems. While achieving certain capacity-development, affordability,
and operation efficiency goals, however, single-tariff pricing also might trade a degree of
economic efficiency by ignoring spatial differences in costs and diluting price signals. A
1996 survey of commission staff members identified several arguments in favor of and
against single-tariff pricing were identified.

Summary of Select Arguments in Favor and Against
Single-Tariff Pricing

Select Arguments in Favor of
Single-Tariff Pricing

Select Arguments Against
Single-Tariff Pricing
U Conflicts with cost-of-service principles (14)
G Provides subsidies to high-cost customers (12)
G Not acceptable to all affected customers (10)
D Considered inappropriate without physical

interconnection (8)
cl Distorts price signals to customers (7)
D Fails to account for variations in customer

contributions (6)
cl Justification has not been adequate in a

specific case (or cases) (6)
Cl Discourages efficient water use and

conservation (4)
cl Encourages growth and development in high-

cost areas (4)
D Undermines economic efficiency (3)
U Provides unnecessary incentives to utilities (2)
U Not acceptable to other agencies or

governments (2)
D Insufficient statutory or regulatory basis or

precedents (2)
D Overall costs outweigh overall benefits (2)
D Encourages overinvestment in infrastructure

(1)

El Mitigates rate shock to utility customers (17)
D Lowers administrative costs to the utilities (16)
D Provides incentives for utility regionalization and

consolidation (15)
EJ Physical interconnection is not considered a

prerequisite (13)
D Addresses small-system viability issues (13)
D Improves service affordability for customers (12)
D Provides ratemaking treatment similar to that for

other utilities (10)
D Facilitates compliance with drinldng water

standards (9)
D Overall benefits outweigh overall costs (9)
r:i Promotes universal service for utility customers (8)
D Lowers administrative cost to the commission (8)
D Promotes ratepayer equity on a regional basis (6)
D Encourages investment in the water supply

infrastructure (5)
EI Promotes regional economic development (3)
D Encourages further private involvement in the water

sector (2)
EL Other: Can be consistent with cost-of-service

principles (1) and found to be in the public interest
(1)

Source: Author's construct. See Tables ET and ET.
(out of 21 applicable survey responses).

Numbers in parentheses represent number of mentions
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State  Commi ss i on P ol i c i e s

The publ ic ut i l i ty commiss ions  have provide  the  cent ra l  forum in which s ingle-tar i ff

pr icing has  been evaluated.  Single-tar i ff pr icing i s  a  re levant  regula tory pol icy i ssue  only
for  the thi r ty (30)  s ta te  publ ic ut i l i ty commissions wi th jur i sdict ion for  mul t i -system

ut i l i t i es .  Given thi s  context ,  a  clear  major i ty of affected s ta te  commiss ions  have a l lowed
regulated water  ut i l i t ies  to implement  s ingle-tar i ff pr icing (22 s ta te  commissions)

Based on the  commiss ion survey and subsequent  updates ,  s ingle-t a r i ffpr i cing i s  genera l ly

accepted in  e ight  (8)  s t a tes .  A few s ta tes  ( such as  Connect icut ,  Pennsylvania ,  and Texas)
have  recognized s ingle-t ar i ff pr i cing as  a  pol i cy tool .  Staff members  a t  seventeen (17)

commiss ions  character i zed the  pol i ci es  of the i r  commiss ions  as  "case-by-case , " indica t ing
that  the s ingle-tar i ff pr icing must  be jus t i fied for  every speci fic appl icat ion (even when the

pol i cy i s  "genera l l y accept ed") .  Numerous  exemplary deci s ions  can  be  ci t ed

Summary of State Public Utility Commission Policies on
Single-Tariff Pricing for Water Utilities
Commission Policy
Generally Accepted (8)

Case~By-Case (17)

State Commissions
Connecticut Pennsylvania
Missouri South Carolina
North Carolina Texas
Oregon Washington
Single~Tariff Pricing Has Been Approved (14)
Arizona New Hampshire (d) (t)
Delaware (a) New York
Florida New Jersey (e) (f)
Idaho (not an issue)
Illinois Vermont
Indiana (b) (f) Virginia
Massachusetts (c) (f) West Virginia
Single-Tariff Pricing Has Not Been Approved (3)
California (g)
Maryland (not an issue)
Mississippi (not an issue)

Never Considered (5) Maine
Wisconsin

Not Applicable .-- No Multi-
System Water Utilities (15)

Nevada
New Mexico
Oklahoma
Rhode Island
Tennessee

Wyoming

No Jurisdiction for Water
Utilities (6)

Kentucky
Louisiana
Alabama
Alaska
Arkansas
Colorado
Hawaii
Kansas
Montana
Nebraska
Georgia
Michigan
Minnesota

See Table 12 for notes

North Dakota
South Dakota
Washington, D.C

Source: Author's construct.
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Gu i de for R e a d e r s

1 . Introduction. The introductory section defines consolidated ratemaking, discusses
general advantages and disadvantages of this approach, and provides the policy and
regulatory context in which rate consolidation is considered.

2 . Background. This section contemplates single-tariff pricing in light of an historical
perspective and the prevail ing economic regulatory l iterature. The concept of spatial ly
differentiated pricing (or "zonal rates") also is considered.

3. Spatial Pricing and Ratemaking Theory . Princ iples of  ratemaking and tradeoffs
among efficiency, equity, and other policy goals, are considered. Goals unique to the
water industry are identified, The section also contrasts pricing in theory with pricing in
practice.

4. Structural Issues in the Water Industry. This section identifies ways in which
pricing policies will shape the structural character of the water industry and the future of
small  water systems.

5. Cost Profile of the Water Industry. This section considers the cost profile of the
water industry, including the relevance of economies of scale, the challenge of
maintaining affordable water service for consumers, and the means to enhancing water
system capacity .

6 . Examples of Single Tariff Pricing. Numerical i l lustrations of rate consolidation are
provided here, including examples from two recent cases in Indiana and New Hampshire.

7. Public Uti l i ty Commission Role. The role of the state public utility commissions is
reviewed in this section, with an emphasis on how commission policies will affect the
structure of the industry through consolidation.

8. Commission Survey. Results of a 1996 survey of commission staff members are
presented. Based on a database derived firm the survey, this section also identifies the
characteristics of utilities that have implemented consolidated rates.

9. Arguments in Favor and Against Rate Consolidation. Commission staff views
about the advantages and disadvantages of single-tariff pricing are presented.

10. Commission Policies on Rate Consolidation. This final section summarizes
commission policies on rate consolidation and provides an overview of several key cases,
including regulatory decisions from West Virginia, Pennsylvania, Massachusetts, Florida,
Il l inois, New Jersey, Missouri , Indiana, New York, and Connecticut. This section also
considers legal challenges to the authority of regulators to approve consolidated rates.

X
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Introduction

Definition

Consolidated rates or single-tariff pricing is the use of a unified rate structure for multiple
water (or other) utility systems that are owned and operated by a single utility, but that
may or may not be contiguous systems or physically interconnected. Under a system of
single-tariff pricing, all customers of the utility pay the same rate for service, even though
the individual systems providing service may vary in terms of the number of customers
served, operating characteristics, and stand-alone costs. Single-tariff pricing essentially
allows for allocating the average costs of combined systems in the course of ratemaking
In addition to the term "consolidated rates," the terms "single-rate structure," "unifonn
rates," "standard-tariff rates," "unified rates," and "rate equalization" sometimes are used
in connection with the concept of single-tariff pricing' For the purposes of this report, the
terms consolidated rates and single-tariff pricing are used interchangeably

Single-tariff pricing De-emphasizes spatial distinctions in costs. One of the best examples
of a single tariff across an expansive and multicentric "service territory" is the single rate
used in the United States for first-class postage. Indeed, consolidated rates sometimes are
called "postage-stamp" rates. Conventional wisdom holds that unicorn postal rates
historically facilitated the extension of service to rural areas and that they continue to serve
the national interest, provide equity and accessibility, and lower transaction costs

Examples of unicorn pricing also can be found in the other public utility sectors. Long
distance, cellular-phone, and cable television services typically are priced according to the
single-tariff concept (although the same terminology might not be used). Historically, at
least, energy prices were established for a regional enfranchised service territory, regardless
of the physical proximity of customers to specific utility facilities." The other public utility
sectors generally price across larger regional territories than water utilities, although
facilities in the other sectors tend to be physically interconnected through transmission and
distribution networks

Use of single-tariff pricing by U.S. water utilities continues to be debated in regulatory
policy circles, although many states have approved consolidated rates for one or more
jurisdictional utilities and a few states have actively promoted the use of single-tariff
pricing. A very prominent example of single-tariff pricing in the water sector comes from
across the pond." All of Great Britain's privatized regional water and wastewater util ities

1

The concept of uniformity is useful, but the term "uniform rates" probably should be reserved for rate
structures that do not vary usage (or volumetric) charges by quantities (or blocks) of water usage
For a provocative discussion of both sides of the issue, see Ronald H. Coast, "The Economics of Uniform

Pricing Systems,"Manchester School of Economics and Social Studies Vol. 15 (May 1947): 139-56
In the context of resmcturing and partial deregulation, methods for aggregating customers, allocating

costs, and setting prices are changing dramatically. Spatial considerations might become less important in
some instances, as in the purchase of electricity from a far-away generating facility. But market forces
might also tend to group customers with similar cost profiles and undermine the goals of cost averaging
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and most of the smaller water companies, impose uniform rates for measured (metered)
service, for both household and nonhousehold customers. A summary of recent British
water tariffs is provided later in this report.

Single-tar i ff pr icing can be absolute,  appl icable to al l  of the systems comprising the water

ut i l i ty.  However ,  ut i l i t ies  also somet imes establ ish rates  for  regional  zones consis t ing of

subsets  of water  sys tems wi thin the  larger  service  ter r i tory.  Rate  consol idat ion somet imes

is  used for  water  systems that  are  cont iguous but  not  interconnected,  as  wel l  as

noncont iguous  no in te rconnected sys tems ,  based on var ious  cr i t e r i a .  Par t i a l  r a t e

consol idat ion can be a  compromise between individual ized tar i ffs  and complete s ingle-tar i ff

pricing,  or part  of a phase-in plan leading ul t imately to a single tariff for the ent ire ut i l i ty

and al l  of i t s  service terr i tor ies .  Figures  l  through 4 provide s imple i l lust rat ions of the

basic issues involved i re rate consol idat ion for  water  ut i l i t ies .  A glossary of terms appears

in Appendix A of thi s  repor t .

a
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Figure 1. Water Systems without Physical Interconnection
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Figure 3. Water Systems with Stand-Alone Pricing

Figure 4. Water Systems with Consolidated Pricing
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Key Advantages and Disadvantages

The primary advantages of single-tariff pricing are that it can lower administrative and
regulatory costs, enhance financial capacity and capital deployment, achieve rate and
revenue stability, and improve service affordability for customers of very small (or
extremely small) water systems. The water industry's rising investment needs correlate
with the interest in rate consolidation. A leading argument for single-mNff pricing made by
multi~system water utilities is that each individual system eventually will require an infusion
of capital for renovations and improvements, only the timing varies, Equalizing rates
smoothes the effect of discrete cost spikes across systems and over time, much like
insurance pooling. Single~tariff pricing also achieves equity to the extent that all customers
of a given utility company pay the same price for comparable service.

Importantly, single-tariff pricing is a  p r i c i n g strategy, not a  c o s t i n g strategy. Single-tariff
pricing can appear t o  l o w e r costs when in reality it simply a l l o c a t e s costs differently. In
fact, one of the chief benefits of single-tariff pricing is that it greatly simplifies the
allocation of common costs across separate facilities. Many water util ities believe that
single-tariff pricing is more reflective of the consolidated cost of service, By itself, single-
tariff pricing may not provide significant economies of scale because only the costs
associated with the pricing process itself (including analytical, administrative, and
regulatory costs) can be considered. Economies of scale in water production and
management are achievable, irrespective of the rate structure implemented by the utility.
Separating the cost side from the price side is crucial to understanding the true nature of
the single-tariffpricing issue.

However, single-tariff pricing can lead to economies of scale in the water industry through
secondary benefits. The secondary advantages are that single-tariff pricing can encourage
industry consolidation, common management of smaller systems, and overall technical,
financial, and managerial capacity. If regionalization e v e n t u a l l y includes physical
interconnection among some or all systems managed by a utility, more significant
economies of scale can be realized. Larger utilities view consolidated rates as an incentive
to engage in acquisitions because it can expedite the process and simplify ratemaldng. The
single-tariff price also can provide a powerful incentive for small communities as they
contemplate selling their systems to larger utilities.

Other secondary advantages of consolidated rates include improved regulatory compliance
by water utilities, the provision of universal service to customers who desire and need
water service, and coordinated water resource protection, management, and planning.
Even without physical interconnection, regional utilities can play a role in defining regional
communities within which environmental services are provided. A consolidated rate for a
larger community of customers will be more sustainable over time than stand-alone rates
for smaller communities.

Consolidated rates also can improve the overall operational efficiency of a utility. Absent
single-tariff pricing, the utility might be induced to invest in the system facing die highest

4
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rates, even if this is a suboptimal choice from the standpoint of total system operations and
economic value to the customer base as a whole. In other words, the util ity might feel
pressure to lower p r i c e s instead of lowering total system c o s t s . With single-tariff pricing
utilities are induced to invest their available resources in the functional areas where the
greatest improvement can be achieved at the lowest cost, to the benefit of all customers

The primary disadvantages of single-tariff pricing are that it appears to undermine
economic efficiency, distort price signals to customers, and manifest an inconsistency with
traditional cost-of-sewice principles.4 Although subsidies through some societal policy
instruments (namely, taxes) are widely accepted, subsidies through utility rates generally
are not.5 Another potentially important equity concern is whether consolidated rates result
in subsidies from the low-income customers in the low-cost area to higher-income
customers in a high-cost area. This effect is mitigated to the extent that water use by low
income customers tends to be relatively low. Various aspects of the rate design also can
lessen this type of subsidy

Some communities and large-volume water users have opposed single-tariff pricing
because they believe it is merely a means of subsidizing high-cost users at the expense of
low-cost users. For this reason, single-tariff pricing also seems to be at odds with water
conservation, in that it appears to weaken price signals and thus underline efficient
production and consumption. If rate consolidation involves a price decrease for some
customers, one concern is that water consumption could increase

Secondary disadvantages are t h a t - a b s e n t  o t h e r  i n c e n t i v e s  o r  s a f e g z z a r d s - single-tariff
pricing can provide some water utilities with incentives to overinvest in individual systems
disincentives for cost control, and a competitive advantage in the course of acquisitions
The latter concern applies only if one potential acquirer can offer consolidated rates and
another cannot

These concerns are fundamental to util ity economics, pricing, and regulation. However
any differences between single-tariff pricing and spatial pricing in terms of efficiency and
other effects have not been well established from either a theoretical or empirical
standpoint. Evaluating the net efficiency effects is especially difficult. Single-tariffpricing
might lessen some lands of efficiency (such as those related to spatial allocation of costs
and price signals to customers), while improving other kinds of efficiency (such as those
related to management and imitation). Of particular importance, but hardest to gauge, is
whether single-tariff pricing and related restructuring can lead to long~run efficiency

Steve H. Hanke, "On Water Tariff Equalization Policies," Water Engineering and Management 128
(August 1981): 33-34

The appropriateness orate differentiation continues to be debated today in the context of both regulation
and deregulation of public utility industries. The potential movement away from cost averaging for some
services will affect customers. as well as the utilities that serve them

The price elasticity literature, however, is clearer about the usage effects of price increases than the usage
effects of price decreases

In realty, competition for acquisitions is less a problem in the water industry than finding a single capable
and willing buyer
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improvements in the water industry. Single-tariff pricing also has been underevaluated in
terms of ratemaking criteria other than economic efficiency.

Single-Tariff Pricing as a Policy Issue

Single-tariff pricing is a public policy issue because it involves tradeoffs among competing
policy objectives. Traditional cost-of-service principles and economic efficiency
arguments, adhered to in the U.S. model of economic regulation as applied by the states to
public utility monopolies, can lead to the conclusion that spatially-differentiated (or
allocated) costs should be used as the basis for pricing utility services. Single-tariff pricing
as a matter of public policy in this context requires an explicit recognition of the tradeoffs
involved.

Specifically, single-tariff pricing involves a tradeoff between conventional ideas about cost-
based rates, economic efficiency, and other legitimate raternaking goals. These other goals
include, for example, small-system capacity, rate and revenue stability, universal service,
and compliance with environmental standards. A fine-tuned price signal that appears to be
economically efficient, for example, can result in considerably less rate and revenue
stability. Likewise, a conservation-oriented rate may not be affordable to customers.
Evaluating ratemaldng trade-offs can be complex. The decisionmaking process can be
greatly enhanced by information and analysis, and decisions can be made more rational, but
a certain degree of judgment ultimately is required in determining whether a particular
option is in the public interest.

The short-term goals of single-tariff pricing tend to focus on enhancing the financial
capacity of water systems and making rates more affordable for water customers. The
long-term goals, however, are related to structural change in the water industry.
Specifically, single-tariff pricing is regarded as a means to consolidating the management
and operation of water systems, or "regionalization," to achieve multiple policy goals.

The  R egu l a tory  C ontex t

Single-tariff pricing has received more attention in the context of economic regulation by
the state public utility commissions than in context of public ownership (where regulation is
limited or nonexistent). A compilation of citations to selected commission orders on the
issue can be found in Appendix B of this report. As discussed later in this report, the issue
is not equally relevant in every jurisdiction. Not all states regulate water utilities, and for
those that have jurisdiction, multi-system water utilities may not be present. Single-tariff
pricing also has not been raised as an issue for every multi-system water utility

Single-tariffpricing was placed on the regulatory policy agenda by the investor-owned
water industry. Some water industry officials have made a strong case for single-tariff
pricing before regulators. Several of the regional affiliates of the American Water Works

6



USEPA --- NARUC Consolidated Water Rates

Company have taken the lead in advocating this method of pricing before the state public
utility commissions, including the commissions in Illinois, Indiana, New Jersey, and
Pennsylvania. However, other multi-system util ities (not affil iated with American Water
Works), commission staff members, and other stakeholders also have raised the potential
use of single-tariff pricing.

The many proceedings (and sequences of proceedings within certain jurisdictions) in which
the issue of single-tariff pricing has been raised is suggestive of t h e  c a s e - b y - c a s e manner by
which single-tariff pricing policy has largely developed. This is due in part to the nature of
commission decisionmaking: regulators must rule on the record of evidence put before
them in a given proceeding and each individual utility generally must make its own case for
implementation. However, some commissions have explicitly encouraged the movement
toward single-tariff pricing and a few have incorporated this approach into general policies
and specific policies dealing with acquisitions of smaller systems.

Opponents have argued forcefully before the commissions that single-tariff pricing
contradicts fundamental regulatory principles and conventions, as well as undermines the
commission oversight responsibility:

Tariff consolidation, sometimes called Single Tariff Pricing (STP), breaks the
connection between costs and rates. It is a fundamental tenet of utility raternaldng
policy that the cost causer should also be the cost payer. STP runs counter to this
principle. Under and STP scheme, customers who receive no service from the core
system would receive a considerable subsidy. Likewise, customers who do not
impose a load on the [encore systems] would be forced to pay a portion of the
cost of providing that service indefinitely. A customer located in the core system
would be encouraged to conserve water to an excessive degree. Conversely, a
[encore customer] would bear a smaller economic penalty for using more water
than necessary.

It is also important to note that once a regime of subsidies has been initiated, it is
very difficult to discontinue this practice due to customer impact considerations,
even if it has been found to create undesirable consequences. Subsidies are
understandably popular among those who receive them, and it is equally
understandable that they will resist their being terminated. Conversely, subsidies
are understandably unpopular among those who pay them. . . .

If rates were to be consolidated, there would be no reason to maintain separate
books and records for each of the [systems].. _s However, this loss of operating and
financial data would destroy the ability to evaluate the effectiveness and efficiency
of die Company's operation of the [systems]. As a result, the [public util ity

8 This point seems somewhat overstated. Most consolidated utilities maintain detailed cost and other data
on their operating units for planning and management purposes. Under single-tariffpricing, the need for
an acceptable method to allocate common costs across distinct systems for ratemaking purposes is lessened
or eliminated.

7
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commission] would lose its ability to exercise regulatory oversight and control as it
pertains to these systems

Most of the commissions historically shared this predilection for "cost-based" rates. In
numerous recent decisions involving a variety of utilities and issues, however, many of the
state public utility commissions have found that single-tariff pricing is in the public interest
and dirt it comports with prevailing standards concerning just, reasonable, and
nondiscriminatory rates. Some commissions have found that single-tariff pricing is not
inconsistent with cost-of-service principles or with commission ratemaking authority.

A variety of specific rationales (or combinations thereof) have been put forth by some of
the commissions to justify approval of single-tariff pricing: it addresses pragmatic concerns
affecting utilities and customers (namely, revenue stability and mitigation of rate shock), it
is consistent with consolidated management, operations, financing, and corporate
structures, it reduces regulatory caseload and costs, and it results in comparable prices for
comparable services produced from comparable facilities. Many investor-owned utilities
have strongly urged regulators to recognize that these companies provide all of their
customers the same brand-name product (a safe and reliable supply of potable water) and
that single-tariff pricing will also make the product more affordable. Essentially, single-
tariff pricing makes it possible for all customers to share in the total economies of scale and
scope achieved by the utility corporation.

Asserting regulatory authority to approve single-tariff pricing in some jurisdictions has not
been an easy task. The issue often arises in the context of other complex regulatory issues
related to water utility rates, management, operations, and acquisition practices.
Regulatory rulings must be within the scope of commission authority and the boundaries
set by state legislatures and the courts, if not, commission decisions can be legally
challenged. Nevertheless, as explored later in this report, the state public utility
commissions have approved the use of single-tariff pricing for many multi-system water
utilities. Several specific regulatory determinations involving single-tariff pricing are
reviewed later in this report.

9 Ernest Harwig, Direct Testimony before the New Hampshire Public Utilities Commission in DR 97-058,
Pennichuck Water Works, Inc. (1997).
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• Background

With few exceptions, the literature on public utility economics and ratemaking-including
ratemaking for the water industry-sheds little direct light on the issue of single-tariff
pricing. The leading scholarly work on utility economics mainly considers the economic
characteristics of telecommunications and energy indushies, where private ownership
prevails, regionalization is pervasive, physical interconnection is the norm, and costs of
transmission are low.10 The leading manuals on water utility ratemaldng published by the
American Water Works Association convey little (if any) information about the single-tariff
pricing method, a fact that probably undermines the method's institutional acceptance." A
cursory review of other promising bodies of literature, such as economic geography, does
not readily yield information on this apparently understudied issue.

The limited discussion of the spatial dimension of utility ratemaking appears mainly within
the literature on legal doctrine and in the consideration of zonal pricing.

The Municipal-Unit Doctrine

In the adolescent years of the public utility industries, legal scholars debated whether costs
of providing service should be allocated spatially. Specifically, the debate centered on the
cost differences associated with providing service to urban and rural areas, the latter of
which can be more expensive to serve because of the cost of service-line extensions and
lack of economies of scale (for example, numerous users at the end of the line). The
known result of strictly cost-based pricing would have been to discourage the extension of
"modern" services to rural areas. Based on the essential nature of utility services, the
consequence would have been marked differences in the quality of life between urban and
rural dwellers, as well as underdevelopment of rural communities.

A series of legal precedents seemed to establish municipalities as raternaldng units for
utilities serving multiple cities. The "municipal-unit doctrine" refers to the treatment of a
municipality as a distinct service territory and unit for cost allocation and ratemaldng
purposes (that is, "city-based" rates). In a 1934 review, however, Robert D. Armstrong
passionately rejected the "municipal-unit doctrine," primarily on economic-development
grounds:

System utilities have made service available to the entire public, both urban and
rural, within large areas. This development serves a sound social policy. Any
regulatory policy or rule of law which would curtail it or rob it of its just reward
would be unfortunate and unwise. If each locality were required to stand upon

10 See Charles F. Phillies, Jr., TheRegulation of Public Utilities (Arlington, VA: Public Utilities Reports,
Inc., 1993).
11 American Water Works Association,Water Rates (MI), Water Rates and Related Charges (M26), and
Alternative Rates (M34) (Denver, CO: American Water Works Association, 1983, 1983, and 1992,
respectively).

2

9



USEPA .- NARUC Consolidated Water Rates

its own bottom, so to speak, rural and village extension and development would
be discouraged, and in many cases existing service abandoned.

This would hurt the larger communities as well as the rural localities. It would
tend to eliminate the rural and village patrons, who now contribute something
to system overhead and return, and thus lessen its burden upon city and town
patrons. It would reverse the process by which large scale production and
distribution have been made possible, with more dependable service and lower
rates for all. It might ultimately require higher rates within the larger
municipalities in order to produce a reasonable unit return.

Moreover, anything that would discourage the development and prosperity of
the tributary rural and village territory would react unfavorably on its economic
center and business capital."

Armstrong also cites addresses by Governor (and President-to-be) Franklin D. Roosevelt in
1929 and Harvard Professor Philip Cabot in 1932, both of whom advocated "greater
uniformity in public utility rates despite differences in cost on broad grounds of public
policy."'3 At the 1929 State Fair, Roosevelt "attacked the inequality and lack of
standardization" of utility rates and declared the situation "manifestly unfair":

Now, I am sorry to say that the principle of reasonably equal service at reasonably
equal cost to all the people of the State has not been carried out with regard to the
two latest forms of public service-the telephone and electricity. For some reason
(the history of which it is unnecessary to go into) the original telephone companies
were allowed to charge different lands of rates, and now, when practically all
telephones are controlled by the greatest of all American mergers, we do not insist
on either uniform service or uniform rate. . .

The other example, and one which is even more glaring in its unfairness, is that of
the use of electricity in the homes. The railroad principle of fairly uniform rates has
been thrown to the winds even by the public regulating body known as the Public
Service Commission. Is it [now] time to stop and ask the question: "Why does
electricity in the home, the electric lights electric refrigerator, electric sewing
machine, the home machinery, cost as high as from 15 to 20 cents per kilowatt hour
in some localities and as low as from 4 to 6 cents per ldlowatt hour in other
localities." Why should families in one section be so grossly penalized over families
in another section?

12 Robert D. Armstrong, "The Municipality as a Unit in Raternaking and Confiscation Cases,Michigan
LawReview 32 No. 3 (January 1934), footnotes omitted. Armstrong served as a hearing examiner with
the Indiana Commission and thereafter with the Interstate Commerce Commission.
13 Armstrong (1934), 292n.
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This difference in charges is true not merely in its application to regions as large as
counties, but is true in respect to towns adjoining each other and houses separated
only by a mile or two. This is perhaps one reason why even today nearly two-thirds
of all the Tann houses in the State of New York have no electricity. I am
wondering whether it is not time for the people of this State to ask for the
application of a more uniform rate and a more uniform system of charging for
installation.'4

Utility regulators have a considerable degree of discretion iii raternaking, but their authority
is derived from state legislatures and checked routinely by the courts. In 1933, for
example, the Supreme Court upheld a decision by the Indiana commission to treat
municipalities as separate ratemaking units pursuant to state law. In response, however,
the legislature expressly authorized the commission to prescribe uniform rates on a regional
basis. This section continues to hold a place in the Indiana Code:

Every public utility is required to furnish reasonably adequate service and facilities.
The charge made by any public utility for any service rendered or to be rendered
either directly or in connection therewith shall be reasonable and just, and every
unjust or unreasonable charge for such service is prohibited and declared unlawful.
The commission, in order to expedite the determination of rate questions, or to
avoid unnecessary and unreasonable expense, or to avoid discrimination in rates
between classes of customers, or, whenever in the judgment of the commission
public interest so requires, may, for ratemaldng and accounting purposes, or either
of them, consider a single municipality and/or two (2) or more municipalities and/or
the adj cent and/or intervening rural territory as a regional unit where the same
utility serves such region, and may within such region prescribe uniform rates for
consumers or patrons of the same class...15

The policy theory deployed to reject the municipal-unit doctrine accepts a fairly sizable
subsidy of rural services in the interest of achieving societal policy goals. Historically, and
for public policy reasons, rural utility services also were subsidized through governmental
grant and loan programs. In the public sector, local governmental subsidies related to
water and wastewater services are relatively common.'6

Following the apparent demise of the municipal-unit doctrine, most investor-owned
telecommunications and energy services seemed to price their products on a service-
territory basis. Today, this issue has been eclipsed by the trend toward competitive pricing.
Price theory suggests that competitive firms will offer the same price, based on marginal
cost, at all locations. Unregulated monopolists will maximize profits by engaging in price
discrimination among markets. According to B. Peter Pashigian, the net

14 Ibid.
is Indiana Code §8-1-2-4 Sec. 4.
16 Another violation of efficiency occurs when subsidies flowjom the water system to the municipal
budget.
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Figure 5. Illustration of Pricing Practices by Finns

Source: Adapted from B. Peter Pashigian, Price Theory and Applications
(New York: McGraw Hill, 1994), 467

price will b e  l o w e r in the distant market under geographic price discrimination because the
price-discriminating monopolist absorbs the freight costs associated with distant sales

Of course, economic regulation tends to reverse this finding, resulting in higher prices to
higher cost areas (namely, distant or rural markets). Pricing theory suggests, however, that
consolidated rates may be consistent with the behavior of competitive firms. The
generalized disparity in pricing among different types of firms is illustrated in Figure 5

Competition places a greater emphasis on overall efficiency as a determinant of price levels
rather than on allocating costs according to space or other criteria used in monopoly
ratemaldng. Competitive pricing also shifts some attention away from the cost of service
toward the value of service. Pricing flexibility can help firms respond to competitive
forces, focus on service, and improve overall efficiency. When left to their discretion
many multisystem utilities will opt for the competitive advantage of a consolidated rate
Absent competition, however, the rate will not achieve efficiency

B. Peter Pashigian, Price Theory and Applications (New York: McGraw Hill, 1994), 467
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Spat i a l  P r i c ing

Analysts seem to agree that utility costs vary s p a t i a l l y ; that is, the cost of sewing one area
generally is not matched by the cost of serving another area. For water utilities, differences
in elevation, climate, physical terrain, the age of the infrastructure, the density of the
service population, and a host of other factors will tend to affect costs even for service
territories that otherwise appear similar. Differences in the proximity to water sources, the
type of source (surface water versus groundwater), the quality of source water, and
implemented treatment methods will tend to produce substantial cost differences.

Assumptions about efficiency and concerns about equity in cost allocation also can lead to
zonal pricing, by which utilities vary prices according to spatial variations in costs among
customer groups that are grouped into zones, distn'cts, or service areas. Zonal pricing
recognizes that the location of consumers within a larger service area can affect the cost of
providing service.'"

with zonal pricing, rates are differentiated according to substantial differences in the cost
of sewing different areas. Zones generally are defined in spatial terns and represent
geographic clusters of customers with similar cost characteristics. Differences in costs
among zones may be attributed to differences in distribution system costs, which may be
due to differences in the physical plant sewing the zones (including age). A more
frequently cited reason for spatially differentiated pricing, however, is the variation in
pumping costs caused by differences in the proximity to facilities, density of the service
population, and particularly elevation. For practical purposes, and as used in this report,
zonal pricing is essentially the same as spatially differentiated pricing.

The zonal price can reflect not only the proximity of groups to source and treatment
facilities, and differences in terrain, but also the different peaking characteristics that
service areas might present. Economist Robert Greene describes a situation in which three
zones present alterative distance and peaking characteristics that can be used to guide the
efficient allocation of capacity costs for each zone." In this case, customers assume a
greater cost burden when they are further from the treatment plant and when they
contribute to the peak period Of water usage. Greene's example of the cost allocation
based on zonal differences appears in Table l. The cost allocation reflects the fact that
users impose different capacity costs on water systems based on their location, well as their
contribution to the system's peak loads.

According to Greene:

is Janice A. Beecher, Patrick C. Mann, and John D. Stanford, Meeting Water Utility Revenue
Requirements: Financing and Ra ternaking Alternatives (Columbus, OH: The National Regulatory Research
Institute, 1993),
19 Robert Lee Greene, Welfare Economics and Peak Load Pricing (Gainesville, FL: University of Florida
Press, 1970).
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Zone
Distance from the
Treatment Plant

Peak Period
of Usage

Efficient Allocation of the Zone's Capacity
Costs

Zone A 1 mile Period I A11 users in Zones A, B, and C

Zone B 1-2 miles Period 11 A11 Period II users in Zones B and C

Zone C 2-3 miles Period I Period I users m Zone C

USEPA NARUC Consol i dated Water Rates

Table 1
Cost Allocation Under Zonal Pricing

Source: Adapted from Robert Lee Greene, Welfare Economies and Peak Load Pricing (Gainesville, FL
University of Florida Press, 1970), 60

The impor tance of zone pr icing res t s  not  only in the  proper  a l locat ion of

resources  in water  use.  There i s  considerable  s igni ficance wi th respect  to land

use and other  object ives .  In a  discussion of improper  pr icing pol icies  t ied to

margina l  r ent s  and the  cons t ra in t s  imposed by these  rent s . . .  A zone  pr i cing

solut ion can be used for  rate different ials  in both seasonal  and dai ly peak load
problems . . .  Zone  pr i cing can  a l so be  used  to adjus t  r a t es  i n  accordance  wi th

cost  di fferent ials  ar is ing from such factors  as  geographical  character is t ics  and

populat ion densi ty

The key issue in implementing zonal rates is one of cost justification. If substantial cost
differences exist within a service area, then zonal rates may be an appropriate form of rate
unbundling that ostensibly attains more efficient water rates

The efficiency gain assumes that  the zonal  rate  i s  cost -based and drat  the t ransact ion costs

associated wi th unbundl ing are just i fied by the efficiency gains.  Zonal  rates  that  are

arbi t rary ( for  example,  rates  that  bear  no relat ionship to cost  var iat ions or  rates  that  are

based solely on geopol i t ical  boundar ies)  wi l l  int roduce inefficiencies ,  The expense of

developing zonal  cost  data  probably has  l imi ted the appl icat ion of zonal  pr icing.  A

prerequisi te to efficient  zonal  pricing is  the capabi l i ty to accurately calculate the cost

differences associated with providing service to different  zones within a ut i l i ty's  service

terr i tory

Economic and engineer ing arguments  aga ins t  zonal  pr i cing can be  made. " Capi t a l

intensive uti l i ty systems should be designed for optimal performance of al l  ut i l i ty inunctions

(supply,  t reatment ,  dist r ibut ion,  and so on)  wi thin a service terr i tory.  Spat ial  di fferent iat ion

within the service terr i tory might  subver t  this  general  opt imum.  In other  words,  the ut i l i ty

Beecher, et al. (1993)
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does not deploy resources in the most economically beneficial manner. Another potential
disadvantage of zonal pricing is that it can accentuate the problem of localized cost and
rate shock associated with infrastructure replacements. By broadening the customer base,
a uniform or average rate will cushion the shock and temper its adverse effects (such as
revenue instability) .

Zonal rates also raise concerns about equity and perceptions of equity. Obviously, zonal
rates usually will be met with considerable resistance from the groups of consumers asked
to pay higher water rates. In some contexts, zonal pricing might constitute an undesirable
font of price discrimination.

Zonal pricing is used by the water industry to some degree, although not necessarily by that
name. Wholesale water rates might qualify as an example because they typically reflect
spatial differences in costs. Utilities that set different retail prices for districts served
include the California-American Water Company and the Los Angeles Suburban Water
Company." A more common form of zonal pricing used by publicly owned utilities is the
rate differentiation for service inside and outside municipal boundaries. Fairfield, California
provides an example of spatially differentiated pricing, both within the city and between
residents and nonresidents (see Table 2). As a generalization, municipal utilities are more
likely to use inside-city/outside-city pricing and investor-owned utilities are more likely to
seek approval for rate uniformity across service tenitories.

Table 2
Example of Municipal Zonal Rates for Residential Water Customers

RateResidential Water Charges
Service charge

Water-use charge
Zone 3 (200 feet and over)
Zone 5 (400 feet and over)

$0.50 per day
$1.35 per 100 cubic feet
$1,67 per 100 cubic feet
$2.00 per 100 cubic feet

Pneumatic Pump Zones
Zones l and 2
Zones 3 and 4

Zone 5

$1.57 per 100 cubic feet
$1.89 per 100 cubic feet
$2.22 per 100 cubic feet

Outside City Charge
Service charge $0.75 per day

Water-use charge $2.02 per 100 cubic feet ..
Source: City of Fairfield California Utility Rates, as of January 1, 1999. 100 cubic feet = 748 gallons.
(http://www-e-v.com/fairtield/government/public_works/rates.htm).

22 Raftelis Environmental Consulting Group, 1996 Water and Wastewater Rate Survey (Charlotte, NC:
Raftelis Environmental Consulting Group, 1996).
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For a variety of reasons, zonal pricing does not appear to be the prevailing model for retail
water pricing. Importantly, costs can vary within physically interconnected service
territories by magnitudes as great as they might vary between no interconnected systems.
By and large, many cost differentials associated with spatial considerations are essentially
disregarded in the ratemaking process for public utility systems.

Spatial Pricing and the Telephone Industry

The rejection of zonal pricing in the debate over statewide telephone rates seems to come
closest to providing a rationale for single-tariff pricing by multi-system water utilities.
According to Charles Phillips:

While each exchange is a distinct unit for rate-quoting purposes, the former Bell
System companies have generally established rates on a statewide basis.
Essentially, the statewide basis provides that the total costs of furnishing telephone
service and the resulting revenue requirements are considered for the state as a unit.
This practice recognizes that telephone service, both exchange and intrastate toll,
furnished by a given company through a state, is, in reality, an integrated whole, all
portions of which are interdependent. The objective is to apply throughout the
state a well-balanced and coordinated pattern of rate treatment, providing rates that
are uniform under substantially like conditions and producing, in the aggregate,
reasonable earnings on the company's total telephone operations within the state.

The statewide basis has five important advantages over consideration of individual
exchanges. First, the statewide basis permits more people to have better service at
a reasonable price. Some small areas, if forced to pay dieir own way, might have
no service at all. Needed plant replacements or additions might be postponed if
local customers had to cover their full costs, resulting in deterioration of local
service within the exchange and of toll service to and from it. Second, on the
statewide basis, customers pay like charges for like amounts of service. If each
exchange had to stand on its own feet, customers' charges would vary with physical
characteristics of the exchange areas, age of plant, type of equipment and other
factors affecting costs, but not necessarily affecting the service rendered. The
statewide basis averages out such factors.

Third, customers seem better satisfied with statewide rates, since the application of
uniform schedules avoids any questions of discrimination or unfair advantage to
pressure groups in individual exchanges. Fourth, the statewide basis tends to
stabilize rate levels by providing a broad rate basis. Risks are shared so that a
community suffering from flood, storm or other natural disaster or from some local
economic difficulty (e.g., the removal of a major industry) need not pay higher
telephone rates such as would be required if telephone operations in that exchange
had to meet these conditions single-handedly. Finally, the statewide basis is more
workable and makes the regulatory process less cumbersome and expensive to both
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the public and the company involved. It avoids multiplicity of rate cases for each
individual exchange. It simplifies handling of questions and complaints by the
regulatory commissions and administration by the companies.

At the same time, it should be pointed out that the statewide basis results in some
subscribers subsidizing other subscribers. Because exchange telephone service is
more valuable to customers in the larger service areas, they are willing to pay more
for their service. Since their average cash incomes are greater, they are able to pay
more. Lower rates in the small towns and rural areas, where average money
incomes are relatively low, encourage telephone use and development in these
places. Once again, this is an example of how rate discrimination has been used to
achieve a socially desirable objective, in this case the widespread development of
telephone usage through the country."

Phillies also discusses how "nationwide averaging has been used in establishing interstate
toll rates, under which toll rates are the same for equal distances throughout the continental
United States, despite differences in the costs involved"24 A nationwide rate, he
acknowledges, has "all of the advantages of statewide rates, but it results in internal
subsidization" and raises a variety of competitive issues as well.

C o u n te rp o i n t

In a direct and provocative treatment of the "unifonn pricing" issue, economist Ronald
Copse acknowledged that the key arguments favoring uniformity are founded on the view
that certain services (namely, utility services) are considered essential and that the
undertaking as a whole can be "self-supporting."25 However, Coase notes the intellectual
disagreement among early postmasters (also economists) over whether postage stamp rates
actually served the interests of rural communities.

Absent a govermnental subsidy, according to Coase, a uniform price actually might cause a
provider to avoid or delay extending service to high-cost areas,even if the customers in
high-cost areas are willing to cover the additional easts through rates (or surcharges);
Adding high-cost customers to the mix increases the average cost of production and
decreases the economic well-being of the utility. The magnitude of this effect depends on
the relative mix of high-cost and low-cost service. Coase makes, and then relaxes, a
number of assumptions that may or may not be valid but he does not consider the role of
economic regulation. In practice, a forward-looking ratesetting process that accounts for
the total cost of service throughout the consolidated service territory neutralizes the
disincentive Coase identities. Indeed, the primary and practical purpose of rate
consolidation had been to extend service while maintaining die utility's financial health.

23 fillips (1993), 517-518.
24 Phillies (1993), 522.
25 Coast, "The Economics of Uniform Pricing Systems."
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Spatial Pricing and Ratemaking Theory

Theoretical Issues

The defining engineering, economic, structural, and institutional characteristics of the water

industry generally are not contemplated in the literature establishing the basic principles of

utility ratemaking. The central issue of whether physical interconnection should be

required for single-tariff pricing by multi-system water utilities is not well addressed

Because other utility infrastructures-electricity, electricity, natural gas

telecommunications--have a high degree of interconnection through transmission grids, the

acceptability of cost averaging for non-interconnected systems is a theoretical problem

unique to the water and wastewater industries. Although energy and telecommunications

providers experience spatial differences in cost, these differences are generally not reflected

HI prices

In the prevailing theories used in ratemaking and regulation, the concepts of "due" (or just
and reasonable) and "undue" (or unjust and unreasonable) price discrimination are
contemplated with regard to customers classes but not with regard to spatially defined
systems. Separate prices for separate systems owned by a common entity reflect
assumptions about the implications of the cost allocation for efficiency. It can be argued
that water costs are allocated (and prices are charged) on a spatial basis primarily because
they can be, rather than that theyshould be for unequivocal theoretical or empirical
reasons. In other words, the costs of providing utility service can be approximated for
individual operations (with corporate common costs allocated among them), but the
benefits and desirability of doing so are contingent on other considerations

A logical (if not well documented) argument can be made that spatial pricing comports
with cost-of-service principles and enhances allocative efficiency: customers of systems
with higher costs pay higher rates and customers of systems with lower costs pay lower
rates. The degree of subsidy or inefficiency introduced with single-tariff pricing, and
whether or not it is acceptable, depends in part on the differential in costs among systems
A small differential with a minimal rate impact will be less controversial than a large
differential with a substantial rate impact. Little guidance is available on to what extent of
cost averaging through single-tariff pricing would constitute an inappropriate level of
subsidy, undue price discrimination, or more generally an abuse of monopoly power

3

However, wide or without single-tariffpricing, utility rates can be more or less efficient

depending on other features of the rate (such as the mix of fixed and variable charges, the

number of rate blocks, rate-block differentials, and seasonal differentials). These features

can promote efficient water use and can do so when used in conjunction with single-tariff

pricing. Moreover, and perhaps more importantly, the cost of service is not the only

guiding principle and efficiency is not the only goal of public utility raternaking and

policymaking, as discussed later in this report
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In reality, virtually all methods of utility rate design require a considerable degree of cost
averaging. The obvious example is in the establishment of rates by customer classes (for
example, residential, commercial, industrial , and wholesale). But many util ity costs are
associated with common operational and management functions. Common costs are
allocated to customer groups according to one of several available methodologies. For
multi-system utilities that do not use single-tariff pricing, common costs must be allocated
spatially as well . Allocating common costs requires the analyst to make assumptions about
underlying cost drivers and establish yet another layer of averaging. The entire process of
cost allocation and rate design is as much art as it is science, and has at least as much to do
with equity as it does efficiency.

In many jurisdictions, the s t a t u s  q u o presents a challenge for util ities. Based on the
prevailing theoretical assumptions, the burden of proof has rested on water utilities
to justify the use of single-tariff pricing. In other words, the prevailing assumption is
that deviations from spatial allocation of costs (such as the movement toward
consolidated rates) must be justified. An alternative approach would be to begin
with a single tariff and specify the circumstances under which spatial allocation of
costs is justified because of concerns about efficiency, equity, subsidies, undue
discrimination, or other ratemaldng or policy concerns. This might shift attention to
the use of extra-tariff instruments, such as surcharges, to make price adjustments
needed to encourage efficiency and accomplish other purposes.

Evaluation Issues

The appropriateness of reflecting spatial differences in cost in prices can be
evaluated according to traditional and modern ratemaking criteria. The general
criteria for many public policies, and for utility ratemaldng, often emphasize
competing goals. Although it always seems desirable to achieve public policy goals
efficiently, efficiency itself is not the only goal of policymaldng:

Of course, efficiency is not the only societal value. Human dignity, economic
opportunity, and political participation are values that deserve consideration
along with efficiency. On occasion, public decision makers or ourselves, as
members of society, may wish to give up some economic efficiency to
protect human life, make the final distribution of goods more equitable, or
promote fairness in the distribution process. As analysts we have a
responsibility to confront these multiple values and the potential conflicts
among them."

The emphasis on, concept of, and assumptions about efficiency shape views about
what is just, fair, or equitable. Political philosophers offer alternative perspectives.
The Rawlsian theory of justice, which holds that public policies should be used to

be David L Weimer and Aidan R. Vining, Policy Analysis: Concepts and Praetiee (Englewood Cliffs, NJ:
Prentice-Hall, 1989), 31.
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provide the greatest benefit to society's least advantaged, is perhaps the best
example of a countervailing philosophy."

Ratemaking Criteria

Raternaking and rate design are guided by certain fundamental principles that are well
established and well accepted in the regulatory community. These principles provide
guidance, but are not decisive because each involves a degree of subjectivity and some
principle might directly clash with others.

Most raternaldng analysts rely substantially on James Bonbright's eight criteria for a sound
or desirable rate structure:

2.
/3.

4.
5.

/6.

7.
/8.

The related, "practical" attributes of simplicity, understandability, public
acceptability, and feasibility of application.
Freedom from controversies as to proper interpretation.
Effectiveness in yielding total revenue requirements under the fair-return
standard.
Revenue stability from year to year.
Stability of the rates themselves, with a minimum of unexpected changes
seriously adverse to existing customers.
Fairness of the specific rates in the appointment of total costs of service
among the different consumers.
Avoidance of "undue discrimination" in rate relationships.
Efficiency of die rate classes and rate blocks in discouraging wasteful use of
service while promoting all justified types and amounts of use:
(a) in the control of the total amounts of service supplied by the company,
(b) in the control of the relative uses of alternative types of service (on-peak
versus off-peak electricity, Pullman travel versus coach travel, single-party
telephone service versus service from a multi-party line, etc."

As indicated by check mark (/), Bonbright considered three criteria-revenue sufficiency,
fairness, and efficiency-to be especially important." Despite the passage of time,
Bonbright's criteria remain quintessential. Table 3 presents a qualitative analysis of the
consistency of single-tariff pricing with Bonbright's traditional criteria (items 1 though 8).
Five additional policy criteria that are especially relevant to modem water pricing also are
presented (items a through e).

Consolidated rates generally seem to meet the test of Bonbright's first five criteria. If
practicality depends in part on customer acceptance, then acceptance becomes a

z7 John Rawls,A Theory ofJustiee (Cambridge, MA: Belknap Press of Harvard University Press, 1971).
28 Phillies (1993), 434-435. Based on James C. Bonbright,Principles ofPublic Utility Rates (New York:
Columbia UniversityPress,1961).
29 Phillies (1993), 434-435.

1.
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determinant. Other aspects of practicality, namely simplicity, understandability, and
feasibility of application (or implementation) seem very compatible with single-tariff
pricing. The last three criteria are labeled as indeterminate because their compatibility with
rate consolidation depends on other policies or practices, or on the subjective judgment of
the evaluator. While single-tariff pricing is not necessarily consistent with these criteria,
neither is it clearly inconsistent. On the issue of fairness, single-tariff pricing might be
considered unfair on the basis of subsidization, but fair on the basis of sharing burdens at a
reasonable cost. On the issue of efficiency, other features of a tariff also affect the
accuracy of price signals.

The five additional criteria included represent a select group of other potentially relevant
policy goals in relation to single-tariff pricing for the water industry. Resource planning is
considered indeterminate because planning incentives and outcomes probably are more
heavily influenced by the structural character of the water industry than by rate design.
However, single-tariff pricing seems rather consistent with four other criteria-standards
compliance, customer affordability, industry restructuring, and institutional legitimacy. The
last criterion, institutional legitimacy, is somewhat of a composite indicator. The assertion
of consistency reflects the generally positive support for single-tariff pricing by the state
public utility commissions and the courts.

Table 3
Consistency of Single-Tariff Pricing
With Ratemaking Criteria
Criterion Consistency of Single-Tariff Pricing

with Criterion

Bonbright Criteria
l .  Practical i ty
2. Interpretabil ity
3. Revenue recovery
4. Revenue stabi l i ty
5. Rate stabi l i ty
6. Fair cost allocation/equity
7. Discrimination avoidance
8. Efficient resource use
Additional Criteria
a. Resource planning Indeterminate
b. Standards compliance Generally consistent
c. Customer affordabil ity Generally consistent
d. Industry restructuring Generally consistent
e. Institutional legitimacy Generally consistent
Source: Author's construct. Criteria l through 8 are from James C. Bonbright, Principles ofPublic Uti li ty
Rates (New York: Columbia University Press, 1961).

Generally consistent (if accepted)
Generally consistent
Generally consistent
Generally consistent
Generally consistent
Indeterminate
Indetenninate
Indetenninate
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Directly or indirectly, these criteria figure prominently in the consideration of rate

consolidation. Other analysts surely could raise other relevant considerations. No attempt

is made here to weight the criteria according to perceived importance, this is a task left to

policymakers. In reality, the efficiency criterion is assigned considerable weight in

ratemaking, as well as in policymaking in general. In other words, divergence from

efficient solutions (or solutions that are perceived to be efficient) must be well justified

The Efficiency Criterion

Economic theory argues for utility pricing that promotes overall efficiency for society. An
efficient price signal leads consumers to consume, and producers to produce, an
appropriate amount of a good or service. Prices that are too low can lead to
overconsumption (and underproduction), prices that are too high can lead to
underconsumption (and overproduction). The mismatch of supply and demand, and the
welfare loss" associated with it, has rippling effects throughout the economy because in

using excessive resources to produce a good, or spending too much for that good, society
foregoes opportunities to use those resources or make those expenditures elsewhere

Economic theory also argues for utility pricing that is equitable in terns of allocating costs

to those responsible for those costs." In this conception, equity essentially serves

efficiency goals. Three kinds of equity can be considered. Horizontal equity suggests that

those who impose similar costs should pay the same rate. A related ratemaking principle is
that rates should be "nondiscriminatory." Vertical equity suggests that those who impose

different costs should pay different rates that reflect those cost differences. Ratemaking

allows for "due discrimination" when costs among customer groups vary substantially

Finally, intergenerational equity considers equity along a temporal dimension, suggesting

that one generation of customers should not be forced to cover costs imposed by another

generation of customers

Economists long have argued for prices that reflect costs and against subsidies that distort

price signals. Modern pricing theory more specifically calls for pricing based on marginal

costs, that is, prices should reflect the incremental cost of producing an additional

increment of a good. Prices based on long-term marginal costs will help achieve long-tenn

efficiency in deploying resources. Efficiency is a fundamental goal but it is not the only

goal of utility pricing. Pricing also must help achieve a delicate balance between the

interests of the utility and the interests of ratepayers, and in doing so satisfy the public

interest standard

Of course, other theoretical perspectives will argue for different kinds of equity, such as social and
political equity
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Other Criteria

Another vitally important raternaldng principle centers on the avoidance of "undue" price
discrimination. An important issue for regulators is whether the level of price discrimination
under either single-tariff pricing or stand-alone pacing is "due or undue," that is, whether
or not it is justified. According to Charles Phillies

Price discrimination occurs when a seller establishes for the same product or service
different rates that are not justified entirely by differences in cost, or the same rate
where differences in cost would justify differences in price... [I]t would be
theoretically possible for a firm to charge each customer a different rate

The often-cited legal standard of "undue discrimination" does not point regulators or the
courts to particular solutions, as articulated by Richard J. Pierce

Most regulatory statutes forbid "undue discrimination" in the relationship among
the rates charged different customers or classes of customers, This statutory
standard is almost completely devoid of meaning, however. By using the adjective

undue," the standard obviously authorizes some forms of price discrimination, but
it says nothing that would help an agency or a court distinguish between permissible
and impermissible rate differentials

Much of the case law purporting to distinguish between due and undue
discrimination is affirmatively misleading

[The Supreme] Court's holding in H o p e applies with equal force to rate design
decisions. An agency's decision has a "presumption of validity," and anyone
seeking to overturn it has "the heavy burden of showing that it is invalid." The
agency is "not bound to the use of any single formulae in determining rates

A closely related and equally complex regulatory standard is whether resulting rates are
just and reasonable." Phil l ips explains

[D]iscrimination is accepted in the rate structures of public util ities, but... such
discrimination must be "just and reasonable." Discrimination is both unintentional
and purposeful. It is unintentional in that some discrimination results from the
efforts of utilities and commissions to simplify the rate structures by grouping
customers into a limited number of classifications. It is purposeful in that
discrimination may be the only way in which service can be provided to some
customers. Low-density routes may be subsidized by high-density routes (even

Phillies (1993), 69-70
Richard J. Pierce, Economic Regulation: Cases and Materials (Cincinnati: Anderson Publishing Co

1994), 122
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under competition), small towns by large cities. Rather than preventing
discrimination, regulation merely seeks to control what discrimination takes place

In sum, regulatory agencies have considerable discretionary authority, and have exercised
that authority, to determine whether rates and rate structures are within acceptable
boundaries. Many state public utility commissions have found that rate consolidation by
multi-system water utilities is within these boundaries

Pricing in Practice

Despite the hallowed status of economic efficiency in ratemaking, pricing in practice often
violates pricing in theory. Many sources of distortion (governmental grants and subsidies
differences in ownership, ill-defined markets for alternative water uses, and a variety of
past public policies) distort price signals for water. The considerable "noise" in the real
world of assigning monetary values to water undermines the efficiency of the price signal
sent by utilities. Practical applications of marginal-cost pricing, when used at all, deviate
substantially from the theoretical construct. One key reason is that strict adherence to the
marginal-cost model could allow utility monopolies to receive excess revenues and earn
excess profits (in the case of investor-owned utilities)

Averaging costs to one degree or another is an accepted practice in util ity ratemaking. For
example, rate regulators generally do not accept "vintage" rates that distinguish "old
customers from "new" customers even though old and new customers impose different
costs on the util ity system." Ratemaldng also tends to ignore the reality that older and
newer parts of a water system will require capital investments at different times and at
different costs, these improvement costs instead are averaged across the entire system and
all of the utility's customers

In rate design, economic theory often gives way--at least somewhat-to practical  and
public policy concerns. An example that has some relevance for the single-tariff pricing
debate is the provision of budget-payment plans for customers that equalize payments over
a year, malting the utility bill during the peak period of use (such as the winter heating bill
or the summer cooling bill) more affordable. A disadvantage of the budget plan in terms of
economic efficiency is that it undermines the price signal to customers, which may lead
them to overconsume (and pay a higher annual bill than they otherwise would pay). But
the advantages of convenience and affordability for customers, as well as avoidance of
costly and potentially dangerous disconnections, generally outweigh these theoretical
considerations

Phillies (1993), 70, footnotes omitted
John Guastella, "Single Tariff Pricing and Conservation Rates," a discussion paper prepared for the

Rates and Revenue Cormnittee of the National Association of Water Companies (1994)
Guastella (1994)
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The budget-payment plan is an imperfect analogy to single-tariff pricing, however, in that it
is customer-specific and does not involve subsidization from one customer to another.
Subsidization will occur, however, with lifeline rates that provide a minimal block of usage
at a price below the cost of service and lenient disconnection practices. Such policies
introduce equity and fairness considerations beyond those narrowly defined by economic
theory.
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c Structural Issues in the Water Industry

The U.S. water industry is complex and diverse. The U.S. Environmental Protection
Agency and the state primacy agencies, count noncommunity and community water
systems. According to the EPA's Co mmu n i t y  Wa t e r  S y s t em  S u r v e y (1997), about 50,289
community water systems operate in the United States. A community water system is a
system serving a population of 25 or more people with at least 15 service connections.

The data confirm both the large number of water systems in the United States, as well as
the large proportion of smaller systems within that total. Relatively small systems, defined
as systems serving communities with a population under 3,300 persons, comprise about 85
percent of total systems and provide water to approximately 12 percent of the corrections
served by community systems. Conversely, about 15 percent of community water systems
are larger in size and provide water to approximately 88 percent of connections.

Systems v. Utilities

Community water s y s t e m s , which the EPA inventories, can be distinguished from water
u t i l i t i e s . Water utilities are governmental, nonprofit, or private corporate entities engaged
in providing water service to one or more service territories. Water ut i l i t i e s can operate
more than one water s y s t e m . Multi-system utilities are particularly apparent in the private
segment of the water industry. Many of the larger investor-owned util ities actually
operated several distinct water systems. In some cases, none of the systems operated by
the utility are physically interconnected, in other cases, two or more of the systems may be
connected to common water source, transmission, or treatment facilities.

The state public utility commissions typically count the number of regulated water u t i l i t i e s
but not necessarily water s y s t e m s . In 1995, the number of commission-regulated water
u t i l i t i e s was about 8,537 and the number of commission-regulated water s y s t e m s w a s
about 11,064.36 Thus, the commissions regulate approximately 20 percent of all water
systems, although the number and percentage of commission-regulated systems probably is
somewhat underestimated because of the difficulty in counting regulated systems.

In some states, the number of regulated utilities is equivalent to the number of regulated
systems. However, the distinction between utilities and systems is important in that many
jurisdictional water util ities encompass multiple community water systems. The presence
of numerous multi-system utilities is, and will continue to be, an important feature of the
U.S. water industry.

36 Janice A. Beecher, 1995Inventory 0fCommission~Regulated Water and Wastewater Utilities.
(Indianapolis, IN: Center for Urban Policy and the Environment, 1995).

4

26



USEPA .- NARUC Consolidated Water Rates

Multi-System Water Utilities

A multi-system water utility is a utility comprised of several distinct water systems.
Physical interconnection among systems can help utilities achieve economies of scale in
production and enhance service reliability, Common management of physically separate
systems, however, also can help systems realize operational, management, and financing
(cost-of-capital) savings.

Even without physical interconnection, the utility still can achieve economies of scale and
scope through certain operational and administrative functions. Operating multiple
no interconnected systems within close physical proximity, for example, might allow the
utility to save labor costs by using a circuit rider approach to system operations. A
specialized maintenance team might also be used to address ongoing programs for
maintenance, replacements, and improvements. Shared operations and management also
can enhance the ability of water systems to respond to water emergencies. Consolidated
meter reading, billing, and customer relations functions also can produce savings.

At the management level, planning, financing, regulatory relations, and other areas of
decisionmaking can be consolidated on a utility-wide basis. Managers with greater
expertise can be retained at the utility level than at the smaller system level. While
managers with greater expertise will command higher salary and benefit packages, the
investment in their expertise can yield savings that individual systems could not otherwise
achieve. Ample anecdotal evidence supports the assen on that smaller systems benefit
from access to expert technical knowledge. Using this expertise, multi-system utilities can
exploit efficiencies and improve effectiveness by deploying a unified workforce, rather Dian
having each individual utility maintain separate capability for various utility functions.

The potential advantages of utility-wide management may extend beyond the immediate
efficiency payoffs. Planning for multiple systems, as compared to individual systems,
allows for a more comprehensive approach. Better planning, in tum, should enhance the
utility's capacity to respond to regional economic and environmental issues. Effective
watershed management and source-water protection programs, for example, require a
regional perspective that is not easily achieved by isolated systems.

Another appreciable benefit of common management is lowering the cost of capital. A
consolidated utility with a broader customer and revenue base is expected to pay lower
financing costs than individualized systems. This is a particularly important benefit for very
small water systems.

Multi-system utility operations can be linked to the broader and more long-term policy
concerns related to structural change in the water industry through regionalization. Multi-
system utilities generally serve regional areas. Many have the potential to combine
operations, with or without physical interconnection, with other nearby water systems
(many of which are small in size). Water utility mergers and acquisitions reflect a very
gradual trend toward regionalization and, in some cases, privatization of water services.
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Existing utilities also can be used to provide service as an alternative to the creation of new
water utilities. Indeed, many states will not certify a new water system if service from an
existing provider is feasible. in addition to expanding regional water operations, some
water util ities have diversified by entering the wastewater industry. Likewise, some private
energy utilities providing electricity and natural gas have ventured into the water business.
The formation and expansion of multi-system utilities and multi-sector utilities are part of
potentially fundamental structural changes occurring in the water industry.

P r i c ing  and Structural Change

Pricing is intrinsically related to structural change in the water industry. For example, a
utility's level of interest in a merger or acquisition opportunity may depend on anticipated
price effects, A negotiated sale of a utility might include limitations on near-tenn pricing
practices or even price caps or freezes for a fixed period of time. Larger utilities often are
reluctant to consider acquiring smaller, nonviable systems unless reliable means of cost
recovery can be identified and secured. An acquisition candidate often presents substantial
infrastructure needs but its service community lacks the ability to pay for improvements
through higher rates. As mentioned already, the acquisition will yield some economies but
not usually economies of a magnitude great enough to offset the diseconomies associated
with the smaller system's operations. Some argue that more acquisitions would occur if
acquiring companies were provided incentives, including the ability to spread costs
throughout the utility's multiple service tenitories.

Although the dilemmas of small water systems have been extensively studied, the issue of
pricing probably has received considerably less attention than viability assessment, capacity
building, and related approaches. Pricing policies ultimately will play a role in shaping the
future structure of the water industry, including but not limited to the future of small water
systems.

Incentives for Restructuring

Single-tariff pricing has the potential to encourage economic industry consolidation and
regionalization, as well as privatization." Averaging costs mitigates rate shock for
customers and enhances revenue stability for utilities, it also is relatively simple to
administer. Some investor-owned util ities have sought rate equalization in direct
connection with small system acquisitions." According to one industry representative,

37 Janice A. Beecher, G. Richard Dreese and John D. Stanford, Regulatory Implications of Water and
Wastewater Utility Privatization (Columbus, OH: The National Regulatory Research Institute, l 995), 141.
as Patrick Mann, G. Richard Dreese, and Miriam A. Tucker, Commission Regulation of Small Water
Utilities: Mergers and Acquisitions (Columbus, OH: The National Regulatory Research Institute, 1986),
Raymond W. Lawton and Vivian Witkind Davis, Commission Regulation of Small Water Utilities: Some
Issues and Solutions (Columbus, OH: The National Regulatory Research Institute, 1983).
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s ingle-tar i ff pr icing "could help solve the  di lemma of other  ro integrated smal l  water

sys t ems .

The focus of this  report  i s  on single-tar i ff pr icing by regulated investor-owned ut i l i t ies

because the  i ssue has  emerged pr imar i ly wi thin these  parameters .  Rate  consol idat ion can

be used as easi ly by publ icly owned ut i l i t ies  as by investor-owned ut i l i t ies .4° Many of the
l a rger  met ropol i t an water  sys tems could acqui re  numerous  cont iguous  smal l  sys tems and

employ single-tar i ff pr icing wi th a  negl igible customer-bi l l  impact .4 ' In the context  of

publ ic ut i l i ty regulat ion and mandated takeovers ,  i t  appears  that  the burden of acquir ing

t roubled sys tems seems has  fa l len more to pr ivate ly owned than to publ icly owned water

ut i l i t ies .  This  i s  because many smal l  systems are pr ivately owned and regulated,  the larger

investor-owned systems do not  confine thei r  service terr i tor ies  to local  pol i t ical  boundar ies

and regulators  can provide acquisi t ion incent ives to jur isdict ional  ut i l i t ies .  In the few states

where a  takeover  can be mandated,  i t  may be easier  to impose this  responsibi l i ty on a

pr ivate  sys tem.

Unfortunately,  l i t t le systematic evidence on the use of single-tar i ff pricing in the publ ic

sector  i s  avai lable.  Also,  most  municipal  ut i l i t ies  and many publ ic authori t ies  appear  to

operate  s ingle  water  sys tems only.  However ,  one example  of the  use  of s ingle  tar i ff pr icing

in the  nonprofi t  context  can be found in Clark County,  Washington.  Clark Publ ic Ut i l i t i es

i s  a  customer-owned dis t r ict  that  provides  water  service  (and other  services)  to 24,000

customers  throughout  Clark County and al so operates  several  smal l  "sate l l i t e" systems for

smal l  groups  of homes  throughout  t he  county. "  Al l  cus tomers  pay the  same month ly

cus tomer  charge  and uni form volume ra te .

Some municipal i t ies  do impose zonal  rates  that  reflect  di fferences in elevat ion and pumping

costs .  General ly,  however ,  municipal  water  ut i l i t ies  impose a s ingle pr icing s t ructure for  al l

ci t izen-ratepayers  served wi thin municipal  boundaries ,  ratepayers  outside of municipal

boundar ies  often pay a  higher  ra te . " Higher  "outs ide" ra tes  are  jus t i fi ed on the  grounds

that  "inside" customers bear  more r i sks and burdens associated wi th financing capi tal

improvements  through municipal  funding ins t ruments .  However ,  the  ra te  di fferent ia l  often

appears  to be  somewhat  arbi t rary.  In a  few s ta tes ,  charging a  di fferent  ra te  to outs ide

customers  can t r igger  economic regulat ion by the s ta te  (Pennsylvania  i s  an example) .

Some ins ights  can be gained from two s ta tes  where  s ta te  economic regulat ion appl ies  both

the pr ivate ly and publ icly owned water  sys tems.  In Wisconsin,  s ta te  law mandat es single-

39 Edward M. Limbaugh, "Single Tariff Pricing,"Journal American Water Works Association 75 no. 9
(September 1984): 52.
40 Limbach (1984).
41 Cities may lack adequate incentives or opportunities or acquisitions. In contrast, regulatory agencies can
offer investor-owned utilities with rate-of-retum and other incentives. Some commissions have the
authority to mandate takeovers of smaller, nonviable water systems .
42 Clark Public Utilities (http://clarkpud.com/Default.htm).
43 The interest of many investor-owned utilities in single-tariff pricing clearly stands in contrast to the
apparent interest of many municipally owned utilities in spatially differentiated pricing.
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tariff pricing for rnunicipalities.44 In West Virginia, where economic regulation applies to
public service districts, as well as investor-owned utilities, single-tariff pricing has been an
issue because of the needs of the state's rural areas. Single-tariff pricing is approved on a
case-by-case basis and both single tariffs and multiple tariffs are used throughout the state

Many of the state commissions have broadly supported the idea of consolidating water

utilities arid specifically approved valuation, costing, and pricing practices that encourage

larger and healthier utilities to acquire smaller and less healthy utilities. The Pennsylvania

Public Utility Commission, in its policy statement regarding acquisitions, explicitly

mentions single-tariff pricing. These regulatory policies are being adopted within the larger

context of structural change in the water industry. These structural changes may include

reconsideration of traditional methods of regulation and raternaking, as is taking place in

many jurisdictions for the other utility industries

Wisconsin S. 66.069 (1) (a) (1971)
In the increasingly competitive electric and natural gas industries, for example, the interest in regulatory

alternatives is high. These alternatives include price caps and flexible rates, which essentially deregulate
rate design by giving utilities greater discretion in setting rates within broad parameters
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Cost Profile of the Water Industry

Water utilities remain one of the more tried and true monopolies in terms of basic
economic characteristics. In general, water service can be provided efficiently by a
vertically integrated supplier, two or more suppliers (or redundant distribution systems) in
the same service area would greatly increase costs and rates. The technology of water
supply clearly demonstrates economies of scale, meaning that average unit costs decrease
with the quantity of water provided. The prevalence of many small utilities undermines the
industries' overall efficiency in terms of achieving economies of scale.

Even in comparison to other fixed utilities, water utilities require substantial investment in
fixed assets relative to the variable costs of production (including the cost of raw water,
energy, and treatment chernicals).4' Using the standard of capital investment per revenue
dollar, water supply is among the most capital-intensive of all util ity sectors. Capital
investment in water supply mainly is a function of the need to establish production
capacity, maintain a complex storage, transmission, and distribution network, and meet
both fire-protection specifications and peak demands. In general, the water supply industry
has high fixed costs and low capital-turnover rates. However, the capital intensity of the
water supply industry also can be explained by the industly's relatively low variable
(operating) costs, which translate into relatively low operating revenues.

Reflecting these cost characteristics, water rates typically take the form of a fixed charge
that does not vary with usage and a variable charge that varies with usage. Traditional
cost-of-service principles can lead to very high fixed charges and very low variable charges
for water utilities. Efficiency-oriented rates, however, tend to accentuate the variable
component of the water bill in order to affect consumption behavior.

Trends in Water Costs

Water supply clearly is a  r i s i n g - c o s t industry. Water supply util ities, and their regulators at
the federal, state, and local levels, are increasingly aware of the water supply industly's
changing revenue requirements. Three key forces affecting the industry's costs are (1) the
need to comply with regulatory provisions of the Safe Drinldng Water Act (SDWA), (2)
the need to replace and upgrade an aging water delivery infrastructure, and (3) the need to
meet population growth and promote economic development. In addition, water util ities
face a variety of secondary cost forces. These include the often high cost of borrowing to
finance capital projects (especially for small systems) and the shift to no subsidized,
self-sustaining operations (especially for publicly owned systems) .

46 For a comparison of the water industry to the electric, natural gas, and telecommunications industries,
see Janice A. Beecher,The Water Industry Compared: Structural, Regulatory, and Strategic Issuesfor
Utilities in a Changing Context (Washington, DC: National Association of Water Companies, 1998).

5
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The concurrent and mutually reinforcing impact of these forces on many water utilities
presents a substantial pressure on both capital and operating costs, a pressure not
previously experienced by the water supply industry. In response, water util ities are
reexamining their cost allocation and rate design practices. The interest in alternative
ratemaking methods for the water sector is on the rise.

Rising costs, along with structural and regulatory changes in this industry is placing new
demands on util ity regulators. However, rising costs should not be taken for granted but
closely scrutinized. Moreover, the water supply industry must be held accountable for
making prudent decisions in response to its changing cost profile. The industry must be
able to fully justify the use of alternative approaches to meeting revenue requirements
(including automatic cost-adjustment mechanisms, pass-throughs, and special surcharges,
as well as cost-allocation and rate-design methods).

Water utility regulators generally are open to the consideration of policy alternatives but
also vigilant about whether these alternatives are within the scope of regulatory authority
and consistent with accepted regulatory principles. Regulators will want to be especially
cautious about affecting the incentives that detennine whether utility costs are effectively
managed. Thus, the industry perspective on rising costs and how to address them should
be tempered by a reasoned regulatory perspective.

Economies of Scale

Although an arbitrary threshold, water systems serving under 3,300 (or approximately
1,000 service connections) generally lack economies of scale in production and other
aspects of service." As a result, many small water systems are prone to capacity problems
and difficult to sustain over time .

Economies of scale in water supply, particularly in the areas of source development and
treatment, make it difficult for smaller water utilities to perform as well as larger water
utilities. Declining unit costs of production indicate scale economies, as the volume of
water "produced" (that is, withdrawn and treated) increases, the cost per gallon or cubic
foot decreases. At lower unit costs, production is less costly in the aggregate and more
efficient at the margin.

Very small water systems underperform primarily because they simply are not large enough
to achieve economics of scale. Scale economies in the water sector explain why smaller
utilities tend to have less capacity in financial, managerial, and technical temps."" Rising

47 U.S. Environmental Protection Agency, Affordability of the 1986 SDWA Amendments to Community
Water Systems(Washington, DC: U.S. Environmental Protection Agency, 1993).
48 Janice A. Beecher, G. Richard Dreese, and James R. Landers.Viability Policies and Assessment
Methods for Water Utilities (Columbus, OH: The National Regulatory Research Institute, 1992).
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costs over the past decade have exacerbated the condition of smaller systems." Capacity
development problems often are manifested in higher rates for water service

Scale economies (or lack thereof), thus become an important detenninant of how much

people pay for water service. As a generalization, assuming comparable system

characteristics and cost~based pricing, larger systems should be able to provide service at a

lower price than smaller systems. In reality, of course, many factors other than system size

(such as the quality of source water and treatment methods required) influence ultimate

water costs and prices. But as a generalization, it is widely held that smaller water systems

must charge customers much higher rates for water service comparable to service provided

by larger water systems

Importantly, the economies of scale in water production are associated with the v o l u m e of
water produced (not simply the number of service connections). Even smaller systems
that are fortunate enough to have one or two large-volume customers will enjoy some
economies of scale. Two utilities can have a comparable level of investment per customer
and cost-of-sewice for the same number of residential customers. but if one also serves a
large industrial firm and economies of scale are achieved, everyone in that community will
enjoy lower water bil ls. In other words, when c o n t r o l l i n g for large-volume use, the level
of investment and the cost of service can be quite comparable from system to system One
of the arguments in favor of single-tariff pricing is that it allows all customers to benefit
from the location of large customers anywhere in the composite service territory

Some evidence about the effect of utility size on water prices is available. A 1996 survey
summarized in Table 4, found that median prices decline as system size increases for
different classes of customers served (residential, commercial, and industrial). The
implication is that small-systems customers pay more for roughly the same level of service
as large-system customers. As a consequence, the affordability of water service is a greater
threat for small systems. "Rate shock" is another problem for many smaller systems
because increasing costs must be spread over a smaller customer base

In some respects, rate consolidation is similar to "aggregation," a tool emerging in the
context of electric industry restructuring. Aggregation is Used to group customers
according to similar characteristics, usage patterns, or service requirements. Aggregation
can provide access to services and a degree of purchasing power to disadvantaged
customers. In effect, multi-system utilities are aggregators for the customers in the various
systems they manage. Both aggregation and rate consolidation can promote the broader
goal of universal service

Janice A. Beecher, Patrick C. Mann, and John D. Stanford,Meeting Water Utility Revenue
Requirements (Columbus, OH: The National Regulatory Research Institute, 1993)

Conversely, large-volume users in the larger service territory might complain that single-tariffpricing
forces them to subsidize customers in outlying areas
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Customer Class

Group A Systems
Producing >75
MGD (l1=34)

Group B Systems
Producing 15 to
75 MGD (/1=6I)

Group C
Systems

Producing< 15
MGD (n=47)

Median monthly charge for 1,000
cubic feet (7,480 gallons) $13.19 $1464 $15.61

Median monthly charge for 50,000
cubic feet (374,000 gallons) $486.82 $530.92 $578.96

Median monthly charge for
1,000,000 cubic feet (7,480,000
gallons)

$7,926.97 $8,747.06 $10,292.34

USEPA NARUC Consolidated Water Rates

Table 4
Monthly Water Bills by System Size and Customer Class

Residential

Commercial

Industrial

Source: Raftelis Environmental ConsultingGroup, 1996 Water and Wastewater Rate Survey (Charlotte,
NC: Raftelis Environmental Consulting Group, 1996), Exhibit 2.
MGD = million gallons daily. n = number of systems in the sample.

Capacity Development

Federal policymakers and state regulators, including both drinking water primacy agencies

and public utility commissions, have long been concerned about how to check the

emergence of new nonviable water systems, how to improve the performance capacity of

existing systems, and how to maintain safe and affordable water service." The 1986 Safe

Drinking Water Act triggered substantial attention to small-system issues and the problem

of keeping rates affordable in light of the newly enacted standards.

Regulators continue to seek out ways to balance the equally legitimate fiscal concerns of

water utilities (that is, financial capacity) and utility customers (that is, affordability). The

1996 Safe Drinddng Water Act codified capacity-development policies for new and existing

water systems and elevated the capacity-affordability conundrum to a higher place on the

policy agenda.

Capacity in this context is defined in terms of a utility's financial, managerial, and technical

well being. Financial capacity conies particular importance because a financially healthy

utility will have the resources needed for professional management and technically

appropriate operations. Many (but not all) small water systems struggle with significant

capacity problems. These problems are manifested by the small water utility's poor

performance in many areas, including regulatory compliance.

51 Beecher, Dreese, and Landers (1992).
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Traditionally, both economic and public health regulators have been very focused on small~
system capacity issues. Policymakers have paid considerable attention to smaller water
systems and the tradeoffs between ensuring a financially healthy system and maintaining
affordable rates for safe and reliable water service. One manifestation of capacity problems
is noncompliance with drinking water standards. For small systems, these violations often
include failure to meet monitoring and reporting requirements. Small systems also have
difficulty complying with public utility commission regulations. For very small systems,
meeting the procedural mandates of economic regulation (such as rate filing requirements)
can be difficult.

Small water systems have long troubled state economic regulators. Many (but certainly
not all) of the commission-regulated water systems are small in size, which poses certain
public policy problems. Particularly problematic are the very small systems that were the
product of unchecked real estate development and lax local zoning policies. Many of these
systems are geographically isolated, which often precludes interconnection with another
system. Lacking economies of scale, smaller water systems typically must charge a much
higher rate for service than larger systems. Higher rates make water service less affordable
for customers of smaller water systems.

As a util ity monopoly, water supply demonstrates substantial economies of scale. Larger
water systems enjoy these economies, meaning that they can spread certain costs over a
larger customer base. Lower production costs are reflected in lower prices to customers.
Smaller systems must recover revenue requirements over a smaller customer base. In
general, smaller systems are more likely to encounter capacity and affordability problems.

Consumer Affordability

Economic theory argues strongly for cost-based utility rates, that is, rates based on the true
cost of providing a service. An efficient (cost-based) rate should sustain the water system,
however, if the rate is unaffordable to the service population and customers cease to pay
for and/or receive the service, the water system itself may cease to exist. This solution may
achieve a degree of economic efficiency, while sacrificing other fundamental public health,
safety, and quality-of-life purposes.

For many water customers, the affordability of water service is a growing problem. The
problem of affordability affects customers in terms of increased arrearages, late payments,
disconnection notices, and actual service terminations. Affordability affects utilities in
terms of expenses associated with credit, collection, and disconnection activities, revenue
stability and working capital needs, and bad debt or uncollectible accounts that other
customers must cover.

Other ramifications of the affordability issue also are becoming apparent. If a customer
base cannot support the cost of water service, potential lenders may be concerned about
the utility's financial health and ability to meet debt obligations. Moreover, disconnecting
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residential water customers can present a public relations nightmare for utilities
particularly because essential services are involved. Increasingly, problems of bad debt also
extend to nonresidential utility customers. Financial distress and bankniptcies in the
commercial and industrial sectors can leave util ities holding the bag. However, the larger
issue of affordability is primarily a concern with respect to low-income residential
consumers

For low-income customers, who have little choice but to buy service from the local utility
paying more for basic water service means going without less essential and more
discretionary products and services. Thus, rising water prices can contribute to
deterioration in the quality of life for low-income utility customers. While larger systems
can spread the cost of providing assistance to low-income customers, a small system with
an impoverished customer base has no opportunities for even limited subsidization
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Examples of Single-Tariff Pricing

All utility pricing involves some form ofaveraging. Utility systems do not establish a rate
for Customer A based on the cost of serving Customer A, a rate for Customer B based on
serving Customer B, and so on. Doing so might be considered efficient and equitable, but
it also would be extraordinarily costly from an administrative standpoint (that is, the
transaction costs would be astronomical). Instead, utility systems tend to group customers
into customer classes-residential, commercial, and industrial-based on similarities in the
cost of serving customers in those categories. Occasionally, a unique customer (often a
large-volume customer, such as a food-processing plant) might be able to negotiate a
special rate based on unique cost-of-service characteristics, but most customers pay a rate
based on cost averaging.

Basic Single-Tariff Pricing

Single-tariff pricing basically is the conceptual "opposite" of zonal or spatially
differentiated pricing. Single-tariff pricing suggests that ratemakers should De-emphasize
spatial differences in costs, costs are aggregated rather than disaggregated. One of the
chief advantages of single-tariff pricing, from the utility's standpoint, is simplification.
Single-tariff pricing does not negate the need to determine the revenue requirement and to
allocate the revenue requirement among customer classes. It may still be necessary for the
utility to maintain cost data for separate facilities and services in accordance with accepted
accounting practices and regulatory reporting standards. Once revenue requirements are
established, however, theallocation process is greatly simplified because it is unnecessary
to spatially allocate common costs (that is, costs that are not site-specific). Total costs
simply are spread over the consolidated customer base and only one rate is designed for
each class of customers or service.

A sample calculation of a single-tariffprice is provided in Table 5. In this very simple
illustration, the cost of service and total water sales are varied for three separate service
tenitories (A, B, and C). A relatively modest amount of water usage (5,000 gallons per
month or 60,000 gallons per year) is assumed. The number of residential connections and
the annual cost of service are varied to reflect differences in costs and economies of scale.
For simplicity, only residential customers are considered.

Service Territory A is in the most favorable position, in terms of economies of scale
(number of customers and sales volume), Service Territory C is in the least favorable
position, which accounts for the higher costs per connection and per sales. A stand-alone
tariff results in a cost of service equivalent to $1.94, $2.08, and $2.78 per 1,000 gallons of
water service in the three respective service tenitories. The transition to single-tariff
pricing would result in a rate of $2.11 per 1,000 gallons for all customers in all three
service tenitories.

6
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Service Tempo A +17 cents +8.8%

Service Ten~ito B +3 cents +1.4%

Service Tenito C -67 cents -24.1%

USEPA -- NARUC Consolidated Water Rates

The illustration reveals the resulting shift in cost responsibility from the customers in the

larger Service Territory A to the smaller Service Territory C. However, the decrease in

rates to customers in Service Territory C of 67 cents per 1,000 gallons (24.1%) is offset

Table 5
Sample Calculation of Single-Tariff Pricing

60.000

360.000.000
700.000

$116,67

Service Territory A

Total residential connections
Total annual water use per connection

Total annual water sales (gallons)

Total annual cost of service

Annual cost per connection
Cost per 1,000 gallons sold

Service Territory B

Total residential connections
Total annual water use per connection

Total annual water sales (gallons)

Total annual cost of service
Annual cost per connection

Cost per 1,000 gallons sold

Service Territory C

Total residential connections
Total annual water use per correction

Total annual water sales (gallons)

Total annual cost of service

60.000
120.000.000

250.000

$125.00

Annual cost per connection

Cost per 1,000 gallons sold

Combined Service Territory

60.000

90.000.000
250.000

$166.67

Total residential connections

Total annual water use per connection

Total annual water sales (gallons)

Total annual cost of service
Annual cost per connection

Cost per 1,000 gallons sold

60.000

570.000.000
200.000

$126.32

Rate Impact of Single Tariff

Per 1.000
Gallons

Percentage
Change

Source: Author's construct. For simplicity, only residential customers are considered and a price
elasticity adjustment (that is, a usage response to the change in price) is not included in the illustration

38



USEPA NARUC Consolidated Water Rates

primarily by the relatively smaller i n c r e a s e in rates to customers in Service Territory A of
17 cents per 1,000 gallons (8.8%) The larger number of customers in Service Ten*itory A
lessens the impact of the rate adjustment on a per customer basis. Customers in Service
Territory B are least affected, experiencing an increase of 3 cents per 1,000 gallons (1 .4%)
in rates. The lower cost-of-service in Service Territory B (relative to the number of
connections served) in comparison to Service Territory C accounts for the difference in the
rate impact,

In practice, rate design for public util ities is far more complex." (See Appendix C.)
Utilities must analyze the cost of service, including the cost of Capital, and determine
revenue requirements for the period over which rates will be set (the "test year"). A
utility's costs will be allocated according to customer groups (or classes) and the demand
characteristics of those groups. Typically, residential customers are distinguished from
nonresidential customers, the latter of which are further divided into commercial and
industrial classes.

Variations of Single-Tariff Pricing

Utility tariffs, or rate structures, actually have various components. These components
make it possible for utilities to approach single-tariff pricing in different ways depending on
system cost characteristics and the nature of the current rate structure. Table 6 illustrates
three variations. In the first, uniformity is established only for the Fixed charge portion of
the utility bill. In the second variation, fixed charges vary and uniformity is established for
the variable portion of the utility bill. The third variation is the more complete example of
single-tariff pricing, where both fixed and variable charges are made uniform.

These variations can be used to phase-in single-tariff pricing over time, as illustrated in
Table 7. A phase-in plan reflects the principle of gradualism in ratemaldng. A significant
change in rate levels or rate design can be implemented in phases, rather than at once, in
order to reduce rate shock to customers and revenue instability to the util ity. In this
example, the utility first consolidates fixed charges and gradually consolidates the variable
rate. Many utilities have used a phased approach to implementing single-tariff pricing, with
the encouragement and approval of regulators .

At least three other variations of single-tariff pricing can be identified. First the utility can
retain current rate differentials and equalize future rate increases. This addresses the rate
shock issue while maintaining rate differences based on historical differences in costs.
Second, the utility can use rate "bands" to establish tariffs for groups of systems with
similar cost characteristics. Third, the utility can combine rate equalization with the
strategic use of short-term or mid-tenn surcharges to pay for extraordinary costs
associated with blending the operations of multiple systems. Each of these methods has
been implemented on at least one occasion.

52 Beecher and Mann (1990).
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Before Implementation After Implementation

Fixed
Charge

Variable
Rate

Fixed
Charge

Variable
Rate

Service Territory A $6.00 per
month

$1 .95 per
1,000 gallons

$7.50
per month

$1.95 per
1,000 gallons

Service Territory B $9.00 per
month

$2.15 per
1,000 gallons

$7.50 per
month

$2.15 per
1,000 gallons

Service Territory A $6.00 per
month

$1.95 per
1,000 gallons

$6.00 per
month

$2.05 per
1,000 gallons

Service Tem'tory B $9.00 per
month

$2.15 per
1,000 gallons

$9.00 per
month

$2.05 per
1,000 gallons

Service Territory A $6.00 per
month

$1.95 per
1,000 gallons

$7.50 per
month

$2.05 per

1,000 gallons

Service Territory B $9.00 per
month

$2.15 per
1,000 gallons

$7.50 per
month

$2.05 per
1,000 gallons

USEPA - NARUC Consolidated Water Rates

Because of rising costs, and the need for rate customers to gradually become accustomed

to higher rates, it may not be desirable to lower rates at all for any customer group

Rather, it may be advisable to "cap" higher rates in the higher-cost areas and gradually

increase rates in the lower cost areas. Although customers should be educated about

changes in the rate structure, a phased approach and a price-cap approach might help

mitigate complaints about cost shifting

Table 6
Pricing Variations for Fixed and
Variable Water Charges

Variation 1
Change to Single Fixed Charge Onlv

Variation 2
Change to Single Variable Rate Only

Variation 3
Change to Single Tariff for Fixed Charges and Variable Rates

Source: Author's construct
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Before Implementation After Implementation
Fixed

Charge
Variable

Rate
Fixed

Charge
Variable

Rate

Service TeMtory A $6.00 per
month

$1.95 per
1,000 gallons

$7.50
per month

$1.95 per
1,000 gallons

Service Territory B $9.00 per
month

$2. 15 per
1,000 gallons

$7.50 per
month

$2.15 per
1,000 gallons

Service Territory A $7.50 per
monde

$1.95 per
1,000 gallons

$7.50 per
monde

$2.00 per
1,000 gallons

Service Territory B $7.50 per
month

$2.15 per
1,000 gallons

$7.50 per
month

$2.10 per
1,000 gallons

Service Territory A $7.50 per
month

$2.00 per
1,000 gallons

$7.50 per
monde

$2.05 per
1,000 gallons

Service Territory B $7.50 per
month

$2. 10 per
1,000 gallons

$7.50 per
month

$2.05 per
1,000 gallons

USEPA .- NARUC Consolidated Water Rates

Table 7
Phase-In Approach to Single-Tariff Pricing

Phase 1:
Change to Single Fixed Charge

Phase 2:
Adjust Variable Rates

Phase 3:
Equalize Variable Rates

Source: Author's construct.

Two Recent Cases

In 1997, the Indiana Utility Regulatory Commission approved a hard-won plan by the
Indiana-American Water Company to consolidate rates. Figure 6 illustrates the difference
in revenue requirements per equivalent residential customer for stand-alone pricing,
common-management pricing, and single-tariff pricing." Stand-alone pricing reflects the
costs that a commonly owned or managed water system would incur if it replicated the
same services and functions on a basis completely independent of the parent utility and
other systems. Common-management pricing reflects costs that are incurred on the basis
of the joint operation of multiple systems. Costs under common management, given
management economies of scale and scope, should be less for the utility than the sum of
stand-alone costs for all of the operated systems.

53 In this illustration of single-tariffpricing, the use of equivalent customers produces a comparable but not
identical level of revenues per customer across all service territories because of differences in water usage.
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Source: John F. Guastella, Testimony in Cause No. 40703 before the Indiana Utilities Regulatory
Commission, Indiana-American Water Company (1997), Exhibits JFG-5, IFG-R-1, and JFG-R-3
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For  each communi ty se rved,  t he  economies  of sca l e  and scope  achieved by common

management  a re  obvious ,  Left  t o the i r  own devices ,  none  of the  communi t i es  could

repl i ca te  the  same level  of service  a t  the  same cos t .  In  other  words ,  each communi ty's  t rue

s tand-alone cost  would be  much higher  than thei r  share  of cos t s  under  consol idated

operat ions .  These  cos t  savings  are  achieved independent  of the  pr icing s t ructure .

The addi t ional  benefi ts  of s ingle-tar i ff pr icing are fai r ly obvious.  The smal ler ,  very high

cost  sys tems a t  the  low end of the  spect rum clear ly have much to gain through ra te

consol ida t ion .  Both  common-management  and consol ida t ed  ra t es  a re  a  fr act ion  of what

the system would pay on a  s tand-alone basis .  The impact  of the s ingle-tar i ff pr ice on

customers at  the middle and higher  end of the spect rum is  not  necessar i ly substant ial .

The rate stabi l izing effect  of single-tariff pricing is  i l lustrated by the revenue requirements

forecast  for  the same group of ut i l i t ies  (Figure 7) .  Over  t ime,  the s ingle-tar i ff provides

considerable rate (and revenue)  stabi l i ty and,  once again,  the benefi ts  for  the smal ler

systems are clear .  In this  par t icular  case,  substant ial  rate  hikes associated wi th planned

capi ta l  improvements  for  four  sys tems can be mi t igated.  The t iming of capi ta l  expendi tures

wil l  play a role in determining percept ions about  the benefi ts  of single-tar i ff pricing to

individual  communi t ies .  The obvious affordabi l i ty benefi ts  to smal l  systems,  as  wel l  as  the

general  "smoothing" effect  on revenue requi rements ,  are  among the leading ra t ionales  for

single-tariff pricing.

Similar  resul ts  were achieved in another  recent  case involving a New Hampshire ut i l i ty,

Pemi i chuck Water  Works ,  Inc.  Wi thout  r a t e  consol ida t ion ,  some wate r  cus tomers  would

face annual  water  bi l ls  as high as $1 ,200,  as i l lustrated in Figure 8.  In i ts  decision,  the New

Hampshire commission direct ly addressed subsidy and affordabi l i ty issues,  as  wel l  as  the

ant icipated benefi ts  of adopting the single tar i ff:

We do not believe it would be in the public interest to impose annual rates in the
range of $800 to $l200, as would be the case here, when a reasonable alternative is
available. By consolidating the community systems with the core system for
ratemaldng purposes, all customers would face a uniform tariff which, for the
average residential customer, would be approximately $253 per year. The rates for
the average residential customer in the core system would increase less than $1 .00
per month, for a total of $8 per year, under the rate consolidation proposal which,
in light of the alternative, we find to be acceptable. We consider a single tariff rate
of approximately $253 per year for the core residential customer to be just and
reasonable. A consolidated rate will ensure affordability and the continued viability
of many of Pennichuck's community systems. It will also enable Pennichuck to
operate in a more administratively efficient manner by eliminating separate general
ledgers for each system, thereby reducing administrative costs.54

54 New Hampshire Public Utilities Commission, Order in Docket DR 97-058, Pennichuck Water Works,
Inc. (1998).
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Single-Tariff Pricing in Great Britain

Great Britain provides a "real life" example of the use of single-tariff pricing on a very
large scale. In 1989, Great Britain's ten large regional water, wastewater, and stormwater
service providers (shown in Figure 9) were transformed from nationalized to investor-
owned utilities. Since privatization, the tariffs established for m e a s u r e d (metered) service
within each of the regional systems have been unicorn. In other words, single-tariff pricing
is implemented along with metering. Each of the water utilities provides a metering option,
although a large proportion of British households is not metered. For u n m e a s u r e d service,
standing charges are uniform. However, variable charges are based not on water volumes
but on the "rateable" value of propeities served. These charges vary according to
geographic zones for the Severn Trent and Thames water utilities, but not for the other
utilities.

Tariffs for residential water service for 1995-1996 are reported in Table 8. Metered rates
for large users are comprised of standing (fixed) charges that vary by meter size, plus a
volumetric charge. Standing and volumetric charges are uniform for large-volume
customers throughout the company service territories.

In addition to the larger privatized utilities, another twenty-one water service companies
also serve somewhat smaller service tenitories in Great Britain, although in terns of
population served almost all seem quite substantial in size when compared to many U.S.
water systems. For the most part, these companies also employ single-tariff pricing. All of
the twenty-one companies use a uniform standing (or fixed) charge, four have different
volumetric rates for different geographic areas served."

55 For one of these companies (Three Valleys), two of three areas have comparable metered rates,
suggesting a gradual move toward uniform pricing. A fifth water company (North East) adopted single-
tariff pricing in the 1993-94 rate period for its two areas (each of which also is subdivided).
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WATER AUTHORITY BOUNDARIES

Areas in England within
Welsh National Water
Development Aulhoriry

Areas in Wales within
Severn Tran! Waler Authority

NDRTHUMBRIAN

NORTH

YORKSHIRE

SMRN TRENT

WELSH

NATI0NAL

WATER

DEVELOPMENT

AUTHORITY

ANGUAN

THAMES

SOUTHERN

SOUTH WEST

o m to to to so
o to As so IO

The lcn Water Authorities in England and W ales
(reproduced by permission of  the  Cont ro l l e r  o f  Her Ma jes tyl s Stationery Ol i ice)

Figure 9. Regional Water Utilities in Great Britain

Source: Daniel A.Okun, Regionalization of Water Management: A Revolution in England and Wales
(London: Applied Science Publishers, 1977)
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USEPA - NARUC Consolidated Water Rates

The Public Utility Commission Role

Regulation of the water industry, like the water industry itself, is fragmented and
pluralistic. All community water systems, regardless of their ownership, are subj et to
federal and state drinking water regulations pursuant to the federal Safe Drinking Water
Act. Drinking water standards focus on public health concerns. Water systems in many
states also are subject to water quantity regulations, meaning that water withdrawals are
regulated through registration or permitting mechanisms. Economic regulation of water
utility prices and rates of return is the domain of the state public utility commissions. The
commissions play a quasi-administrative, quasi-legislative, and quasi-judicial role in terms
of overseeing the utility industries

Although their jurisdiction for the water industry is not comprehensive, and generally
applies only to investor-owned water systems, the state public utility commissions have
specific authority and expertise in the area of pricing. Moreover, many commission
regulated systems are small in size. Thus, pricing practices in general, and commission
policies in particular, are worth considering when crafting solutions for small systems

Forty-five commissions presently have authority to regulate investor-owned water utilities
In some of the states, commission regulation extends to other types of water utilities under
certain circumstances. For example, some states regulate municipal water utilities if they
provide service outside of municipal boundaries. In Florida, counties can opt to regulate
water systems, in Indiana, municipal water utilities can opt to be regulated. In terms of
commission jurisdiction and authority, many veNations among the states can be found

Not all water utilities are subject to commission regulation. Most water utilities in the
United States are publicly owned and not subject to state economic regulation. The state
public utility commissions do not regulate water utilities in Georgia, Michigan, Minnesota
North Dakota, South Dakota, or Washington, D.C

Number of Regulated Utilities

Periodic surveys have been conducted for the purpose of counting the number of regulated
water and wastewater systems. As noted earlier, for 1995 the total number of commission
regulated water utilities in the United States was approximately 8,537.56 Approximately
4,095 regulated water utilities are classified as investor-owned water utilities." Table 9
summarizes the 1995 inventory of commission-regulated water and wastewater utilities

Beecher (1995)
These data include 15 investor-owned utilities and 3 homeowners' associations that no longer are

regulated in Michigan

7
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Utility Ownership

Water Utilities Wastewater Utilities

Number of
Commissions

Number of
Utilities

Number of
Commissions

Number of
Utilities

Investor-owned or private 46 4,095 2,8 1,233

Municipally-owned 11 1,547 6 649

Districts 7 1,300 4 205

Cooperatives 4 1,436 2 50

Homeowners' associations 6 85 1 0

Nonprofits 1 73 1 15

Other 1 1 0 0

Totals 46 8,537 28 2,152

USEPA - NARUC Consolidated Water Rates

Table 9
Commission-Regulated Water and Wastewater Utilities

Source: Janice A. Beecher, 1995Inventory of Commission-Regulated Water and Wastewater Utilities
(Indianapolis, IN: Center for Urban Policy and the Environment, 1995). Includes data for Michigan
which ceased regulating 18 systems in 1996

Leading states in terms of the number of regulated water utilities are Texas (3,300)
Mississippi (740), Wisconsin (573), West Virginia (421), Arizona (354), and New York
(354). For investor-owned water utilities, leading state jurisdictions are Texas (1,200)
Arizona (354), New York (334), Noith Carolina (226), Florida (2l0), California (199), and
Pennsylvania (l90)

Between the 1989 and 1995 surveys, the number of regulated investor-owned utilities
declined by 445 utilities (10 percent), the total number of regulated utilities declined by
1,398 utilities (14 percent)

States in which the number of regulated water utilities (including investor-owned utilities)
declined by a substantial amount include Arizona, Connecticut, Indiana, New York, North
Carolina, Pennsylvania, and Texas. Commission sources suggest that mergers and
acquisitions were the leading cause of the decline. Systems rarely cease operations
altogether. However, transfers to unregulated ownership forms and changes in commission
jurisdiction also can contribute to the decline in the number of regulated utilities. A few
states, including Mississippi and Oregon, had substantial increases in the number of utilities
under their jurisdiction. Nebraska's gain is noteworthy because jurisdiction for the water
industry was initiated in 1994

The decline in the number of regulated utilities is consistent with an anticipated trend in
industry consolidation. Mergers and acquisitions within both the public and private
segments of the industry will gradually reduce the number of regulated utilities. However
the population served by regulated utilities will not necessarily decline as a result of
reductions in the total number of regulated utilities
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Despite the decline in the number of regulated water utilities, water utility regulation
continues to rise in importance on the agendas of many state commissions." Economic
regulation of water utilities is important given monopoly power, rising costs, structural
change, and a degree of uncertainty about the industry's iiuture

Capacity-Development Policies

The commissions, which are well aware of the precarious condition of many small water
systems, can and have addressed capacity development through three basic strategies. The
first strategy involves slowing the creation of new water systems. State regulations can
create substantial barriers to entry for new water systems. Many of the state commissions
as well as the state drinldng water agencies, are tightening the certification process and
more carefully scrutinizing the financial, managerial, and technical competencies of
proposed new systems

The second strategy involves procedural simplification for small water systems to lower the
administrative cost of regulation and enhance regulatory compliance. This strategy
includes simplifying filing and reporting procedures. In some cases, commission staff
members directly assist managers of small water utilities in meeting procedural
requirements. Some of the commissions have used alternative regulatory methods, such as
operating ratios, to further simplify the process and address the unique needs of small
systems. Regulatory simplification treats one of the primary symptoms of small-system
capacity problems (that is, regulatory compliance), but it does not necessarily treat the
underlying capacity problem (that is, lacing economies of scale)

The third strategy involves structural change in the water supply industry. As noted in a
report of the National Regulatory Research Institute, the least-cost solution to regulatory
compliance and other problems for many systems can be found only through structural
change, namely consolidation." The downward trend in the number of water systems
suggests that ownership consolidation may be occum'ng in the industry. Consolidated
systems may or may not be physically interconnected. While physical interconnection
yields significant economies of scale, common management of ro interconnected systems
directly addresses financial, managerial, and technical capacity issues and can yield
significant economies

Many of the commissions have played an active role in this area by encouraging and
approving mergers and acquisitions. Some of the commissions provide specific incentives
such as acquisition adjustments. Certain ratemaldng practices, including single-tariff
pricing, also can provide incentives for acquisitions and, perhaps, the formation of regional
water systems. Larger systems interested in acquiring smaller systems tend to favor rate
consolidation (sometimes with surcharges)

In the late 1990s, however, water issues must compete for the attention of regulators with major
restructuring issues in the energy and telecommunications sectors

Beecher, Dreese, and Landers (1992)
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In general ,  modem publ ic pol icies  affect ing the water-supply indust ry,  including regulatory

pol icies ,  appear  to suppor t  the  considerat ion of s t ructural  opt ions  ( including consol idat ion)

that  wi l l  he lp water  sys tems achieve economies  of sca le .  The emphasi s  on water  sys tem

capaci ty at  the federal ,  s tate and local  levels  wi l l  make i t  harder  for  providers  to get

operat ing cer t i ficates,  water-supply pennies,  and special  financing.  Expl ici t ly or  impl ici t ly,

growth management  pol icies  in some s ta tes  are  cal l ing for  consol idat ion of water  supply

di rough interconnect ion wi th exis t ing sys tems.  Publ ic pol icy a l so appears  to emphasize  the

importance of es tabl i shing and maintaining water  systems for  which the populat ion served

can suppor t  the cost  of water  service.  Thus,  ins t i tut ional  factors  a lso are  playing a  role  in

reducing the  number  of water  sys tems.
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I Commission Survey

State public utility staff members at all of the state public utility commissions with
jurisdiction for water utilities (that is, forty-five state commissions), were surveyed about
the issue of single-tariff pricing in early 1996. This research was conducted by Dr. Janice
Beecher on behalf of the Florida Public Service Commission. The sur-vey was first sent by
telefax in January and follow-up telephone calls were made in late January and early
February to ensure the completeness and accuracy of the survey. The commission staff
members who completed the survey are knowledgeable about water util ity regulation and
competent to complete this particular questionnaire. A copy of the survey questionnaire is
attached as Appendix D. Detailed findings can be found in Appendix E

Additional follow-up contacts were made in 1997 and 1998 to update findings on specific
cases that were pending at the time of the original survey, as well as to check for any major
shifts in regulatory policy. Although no significant changes were detected, updated
information is noted throughout the findings

Relevance of Single-Tariff Pricing

Single-tariff pricing for water utilities is not necessarily a policy issue for every state public
utility commission. Jurisdiction for water utilities and the presence of multi-system utilities
are necessary but not sufficient conditions for consolidated rates to be an issue for a given
commission. Single-tariff pricing does not become an issue until a utility or the
commission initiates the use of this method. Utilities with systems that are viable on a
stand-alone basis, by virtue of size and other factors, may not need or want single-tariff
pricing. Even when considered or implemented, single-tariff pricing may not be considered
an issue" if it is noncontroversial

The consideration of single-tariff pricing policy can benefit from the perspective provided
in Table 10. The relevant sample for considering commission policy with regard to single
tariff pricing is comprised not of all fifty-one public utility commissions (including the
District of Columbia). It is more accurate and reasonable to evaluate commission policies
with regard to this issue in the context of the twenty-five commissions where multi-system
water utilities operate and where the issue has been considered (including the states where
single-tariff pricing had been rejected or considered but not approved). Given this context
a clear majority of affected state commissions have allowed regulated water utilities to
implement single-tariff pricing (22 state commissions)

8

Of the remainder, the California commission has allowed partial rate consolidation. For
two commissions (Maryland and Mississippi), single-tariffpricing had not been an issue but
staff characterized commission policy as "case-by-case." It also is noteworthy that in one
of the state's approving a single-tariff pricing structure (Idaho), the matter was "not an
issue when proposed." No regulatory commission has steadfastly opposed single-tariff
pricing, although many continue to review the merits on case-by-case basis
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TABLE 10
RELEVANT SAMPLE OF STATE PUBLIC UTILITY COMMISSIONS
REGARDING THE ISSUE OF SINGLE-TARIFF PRICING POLICY

5 1All state public utility commissions
Commissions without iuxisdiction for water utilities

Subtotal

6

Commissions without multi-system water utilities
Subtotal

Commissions for which single-tariff pricing has never been considered
Tore I

Source: Author's construct. Includes reclassification of Delaware as having a multi-system utility based on
a 1999 survey. The total number of commissions includes the District of Columbia

Pending cases at the time of the original survey in Massachusetts and New Jersey were
decided in favor of single-tariff pricing. Soon after, in two significant cases, the Indiana
and New Hampshire commissions approved rate consolidation proposals (in 1997 and
1998 respectively). Since the original survey, the Delaware commission approved single
tariff pricing in conjunction with an acquisition that created the state's only multi-systern
utility (as reflected in Table 10 and elsewhere)

General Findings

The detailed results of the original survey are reported in Appendix E (Tables El through
ET). The data are reasonably complete for all fifty-one public utility commissions
(including the District of Columbia commission). Detailed data on specific utilities are
incomplete from a few states because of the difficulty in compiling these data

As noted in the tables, six public utility commissions do not have jurisdiction for water
utilities ("NJ°'). In sixteen (16) of the states with jurisdiction for water utilities, staff had
observed that no multi-system water utilities were in operation (including Delaware at the
time of the original survey). This finding also was established in the 1995 Inventory
Report, which was used to supplement this survey. For the remainder of the survey
responses for these sixteen states were recorded as "NA," or "not applicable

Thirty (30) state commissions regulate multi-system water utilities, where single-tariff
pricing is a potential issue. Of the thirty (30) commissions with multi-system water
utilities, twenty-two (22) have approved single-tariff pricing for one or more utilities
including partial consolidation. California regulators have allowed partial consolidation
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subject to further deliberations. Seven commissions (7) have not directly addressed this
issue. As already noted, these findings have been revised since the original survey to
update the findings for five states (Delaware, Indiana, Massachusetts, New Hampshire, and
New Jersey) where pending and recent cases have been decided in favor of single-tariff
pricing (in Massachusetts, partial consolidation already had occurred).

Of the twelve (12) commissions that had not approved single-tariffpricing at the time of
the original survey, three explanations were provided: single-tariff pricing had not been an
issue (7 commissions), a proposal for single-tariff pricing was rejected (1 commission), and
single-tariff pricing had been considered but not specifically approved (4 commissions).
The Indiana commission reportedly rejected single-tariff pricing because of cost-of-service
concerns. No commission staff member reported that a statute or policy expressly
prohibited single-tariff pricing. However, the Florida survey response indicated that
legislation had been proposed to limit the use of rate consolidation to interconnected
systems, the legislation was not adopted.

Specific F i nd i ng s

Data were provided for 213 multi-system utilities, of which 129 had implemented a full
version of single-tariff pricing and 20 had implemented partial rate consolidation (that is,
single-tariff pricing for all but a few systems or single-tariff pricing for groups of systems
within the utility but not for the utility as a whole). Partial rate consolidation in some cases
is used to phase-in the single tariff The survey does not include the multi-system utilities
in Texas (estimated at 200 to 300 utilities) or all of the multi-system utilities in Florida
(estimated at 60 to 70 util ities) because these data were not readily available. Other states
also may have some additional multi-system utilities for which data were not reported. The
survey also excludes publicly owned water utilities, with the exception of West Virginia for
which data were available for commission-regulated public service districts.

Several states have jurisdiction for only one multi-system water util ity. States with more
than ten multi-system utilities are Connecticut, Florida, Louisiana, North Carolina, Texas,
Washington, and West Virginia. Of these states, only Louisiana has not approved single-
tariff pricing.

Based on the available data Nom the original survey, the number of systems managed by
the multi-system utilities ranges from 2 to 201. The average number of systems reported is
ll , the median number of systems was 4. The number of connections for the smallest
system ranged from 2 to 30,000 with a mean value of 751 and a median value of 30 (based
on data for 115 systems). The number of connections for the largest system ranged from
18 to 329,000, with a mean value of l1,615 and median value of 257 (based on data for
115 utilities). The earliest date reported for adopting single-tariff pricing was 1958, the
most recent date was 1995 (disregarding the pending or subsequent cases). The average
and median time frame for adopting single-tariff pricing was the early 1980s.
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At the time of the survey, rate consolidation had been partially implemented for several
utilities. In some cases, all but a few systems had been placed under a single tariff, in other
cases, the single tariff was being phased-in gradually over time. Only one commission
reported that monitoring and evaluation of single-tariff pricing had occurred in the form of
reexamining past rate cases (West Virginia).

Characteristics of Single-Tariff Utilities

Single-tariff utilities appear to have some distinguishing features in comparison to multi-
system utilities that do not use single-tariff pricing. Data were provided for 213 utilities, of
which 129 implemented single-tariff pricing or partial rate consolidation. Data on the
approximate number of systems were provided for 203 utilities (149 single-tariff utilities
and 54 multi-system utiliNes without single-tariff pricing). Data on the smallest and largest
systems in terns of service connections were available for 115 utilities (81 single-tariff
utilities and 34 multi-system utilities without single-tariff pricing). All available data were
used to preserve as much information as possible for the analysis. For data reported as a
range of values, an average was used (for example, "8 to 9" was replaced with 8.5). For
data reported as "<5," a value of 4.5 was used.

The sample is incomplete and nonrandom, so findings based on the available data are not
generalizable, Substantial missing data will affect the results of any analysis. However, the
data represent a sizable portion of the multi-system utilities regulated by the state
commissions. Also, many states reported a mixture of systems with and without single-
tariff pricing. Certain observations can be drawn from the data that should lead to further
consideration and analysis.

As reported in Table 11 (and Table EZ), single-tariff systems and multi-system utilities
appear to differ in terms of the number of systems that comprise them, smallest
connections, and largest connections. For single-tariff systems, the median number of
systems was 5 (average value of 13), for multi-system utilities without single-tariff pricing
the median number of systems was 4 (average value of 6). The connection data reveal
more striking patterns. Along every measurement (except for the minimum of 2
connections for the smallest systems for both utility types), single-tariff utilities appear to
be much smaller in terms of both smallest and largest systems based on connections.

This finding is very consistent with the perception that single-tariff pricing is most needed,
and perhaps most justified, when numerous very small water systems are involved, These
data may indicate that commission approval of single-tariff pricing takes into account these
basic descriptive characteristics. This is not to suggest, however, that single-tariff pricing
only has been (or should be) approved for utilities made up of very small systems. In fact,
some of the more recent decisions affirming single-tariff pricing have involved utilities with
systems that are fairly substantial in size.
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Arguments in Favor of Single-Tariff Pricing

In the course of the survey, regulatory commission staff members were asked to consider
key arguments for and against the adoption of single-tariff pricing. Various reasons for
commission approval of rate consolidation were provided in the survey. Table El provides
the primary reasons for approval. Cost savings were frequently mentioned. As reported in
Table ET, commission staff members also were asked to identify the arguments that
influenced their commissions' deliberations or policies regarding rate consolidation

These data reflect only staff member views, not necessarily the views or policies of the
commissions. Twenty-one (21) commission staff members responded to this portion of the
survey. The data exclude thirty commissions where, at the time of the survey, single-tariff
pricing had not been an issue and staff views were not elicited. 60 Staff could cite more
than one argument and no weighting or ranking of arguments was required. In decreasing
order of mentions (indicated in parentheses), commission staff indicated agreement with
the following arguments in favor of single-tariff pricing

U

U

U

D

D

U

D

D

D

D

D
Dy

:1

D

D

Mitigates rate shock to utility customers (17)
Lowers administrative costs to the utilities (16)
Provides incentives for utility regionalization and consolidation (l5)
Physical interconnection is not considered a prerequisite (13)
Addresses small-system viability issues (13)
Improves service affordability for customers (12)
Provides ratemaking treatment similar to that for other utilities (10)
Facilitates compliance with drinldng water standards (9)
Overall benefits outweigh overall costs (9)
Promotes universal service for utility customers (8)
Lowers administrative cost to the commission (8)
Promotes ratepayer equity on a regional basis (6)
Encourages investment in the water supply infrastructure (5)
Promotes regional economic development (3)
Encourages further private involvement in the water sector (2)
Gther: Can be consistent with cost-of-service principles (1) and found to be in
the public interest (1)

Staff members also noted that single-tariff pricing could be consistent with cost-of-service
principles (New York), that separating small-system costs may not always be cost-effective
(Virginia), and that the genesis for the issue was regulatory simplification (California)
Mitigating rate shock also was equated with "rate stability" (Indiana). Vermont
regulators found that single-tariff pricing addressed small system viability issues and
generally was in the public interest, approving the method over the objections of staff

Excluded were 6 commissions without jurisdiction for water utilities, 16 commissions without
jurisdiction for multi-system water utilities ("not applicable"), and 8 commissions that regulate multi

system utilities but where single-tariff pricing has not been an issue (including the Idaho commission
where single-tariff pricing was approved for one utility but not an issue of significance)
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members concerned about subsidization issues. Typically, more than one argument affects
commission deliberations regarding rate consolidation

Arguments Against Single-Tariff Pricing

Commission staff members also evaluated the key arguments against rate consolidation
Various reasons for commission disapproval of single-tariff pricing were provided. Table
El provides the primary reason for the disapproval. Cost-of-service issues were frequently
mentioned, although some staff also indicated that single-tariffpricing could be consistent
with cost-of-service principles. As reported in Table ET, commission staff members also
were asked to identify the arguments that influenced their commissions' deliberations or
policies regarding rate consolidation

These data reflect only staff member views, not necessarily the views or policies of the
commissions. As mentioned earlier, twenty-one (21) commission staff members responded
to this portion of the survey based on their experience with the issue of single-tariff pricing
for multi-system utilities. Staff could cite more than one argument and no weighting or
ranking of arguments was required. In decreasing order of mentions (indicated in
parentheses), commission staff indicated agreement with the following arguments against
single-tariff pricing

D

D

D

D

D

D

D

D

D

U

D

D

D

D

C]

Conflicts with cost-of-service principles (14)
Provides subsidies to high-cost customers (12)
Not acceptable to all affected customers (10)
Considered inappropriate without physical interconnection (8)
Distorts price signals to customers (7)
Fails to account for variations in customer contributions (6)
Justification has not been adequate in a specific case (or cases) (6)
Discourages efficient water use and conservation (4)
Encourages growth and development in high-cost areas (4)
Undermines economic efficiency (3)
Provides unnecessary incentives to utilities (2)
Not acceptable to other agencies or governments (2)
Insufficient statutory or regulatory basis or precedents (2)
Overall costs outweigh overall benefits (2)
Encourages overinvestment in infrastructure (1)

Regarding unacceptability to other agencies or governments, the California staff member
noted that opposition to single-tariff pricing had come from other utilities
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Commission Policies on Rate Consolidation

As already noted, twenty-two (22) state commissions have allowed regulated water utilities
to implement single-tariff pricing. Single-tariff pricing is generally accepted in eight (8)
states, as summarized in Table 12 and Figure 10 (and detailed in Table Ei). Texas
commission staff members noted that single-tariff pricing was accepted "and preferred." In
fact, the Texas commission provides a simplified procedure for merging the rates of
acquired systems with the rates of the acquiMig utility. While the regulated water utility
usually requests consolidated rates, at least one commission (New York) has imposed its
use. Pennsylvania staff noted that the use of single-tariff pricing has evolved from its
application on the basis of physical interconnection to its application on the basis of
common ownership

Based on the updated survey findings, staff members at seventeen (la) commissions
characterized the policies of their commissions as "case-by-case," indicating that the use of
single-tariff pricing must be justified for every specific application (even when the policy is
generally accepted"). In many states, only some of the multi-system utilities under

commission jurisdiction are implementing single-tariff pricing. In fourteen (14) of the case
by-case cornrnissions, single-tariff pricing has been approved (including the five recent
cases decided in favor of single-tariff pricing). In California, regulators have approved
partial rate consolidation. In the two (2) other case-by-case commissions, single-tariff
pricing has not been approved or considered in the context of a regulatory proceeding

Commission Decisions

The experience of West Virginia-American Water Company stands as one of the least
controversial and most enduring examples of single-tariff pricing. Implementation of
single-tariff pricing has played a role in the company's expansion. A case study of the
West Virginia experience appeared in a 1984 issue of the American Water Works
Association Journal

In its order, the West Virginia Public Service Commission considered the consistency of
single-tariff pricing with the commission's general regulatory obligations and operating
principles, finding that

1. The company's single tariff pricing proposal resulted in a just, reasonable
sufficient and nondiscriminatory rate for all the customers of the company
Each customer will pay the same rate for a like and contemporaneous
service made under the same or substantially similar circumstances and
conditions

9

Limbaugh (1984)

z.
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Table 12
Summary of State Public Utility Commission Policies on
Single-Tariff Pricing for Water Utilities

Case-By-Case (17)

Never Considered (5) Maine
Wisconsin

Not Applicable - No
Multi-System Water
Utilities (15)

Nevada
New Mexico
Oklahoma
Rhode Island
Tennessee
Utah
Wyoming

Commission Policy State Commissions
Generally Accepted (8) Connecticut Pennsylvania

Missouri South Carolina
North Carolina Texas

. Oregon Washington
Single-Tariff Pricing Has Been Approved (14)

Arizona New Hampshire (d) (f)
Delaware (a) New York
Florida New Jersey (e) (f)
Idaho (not an issue) Ohio
Illinois Vermont
Indiana (b) (D Virginia
Massachusetts (C) (8 West Virginia
Single-TaNff Pricing Has Not Been Approved (3)

California (g)
Maryland (not an issue)
Mississippi (not an issue)

Iowa
Kentucky

. Louisiana
Alabama
Alaska
Arkansas
Colorado
Hawaii
Kansas
Montana
Nebraska

Georgia North Dakota
Michigan South Dakota
Minnesota Washington, D.C.

Source: Author's construct based on survey of state public utility commission staff members, January-
February 1996 and subsequent contacts with the commissions (including a follow-up survey in early 1999).
(a) Reclassified from "not applicable" following an acquisition with approval of consolidated rates.
(b) Since the original survey, a case was decided in favor of single-tariffpricing (previously rejected).
(c) A pending case at the time of the original survey was decided in favor (partial consolidation

previously).
(d) Since the original survey, a case was decided in favor of single-tariff pricing.
(e) A pending case at the time of the original survey was decided in favor.
(f) Characterization of commission policy as "case-by-case" was unchanged following the recent

decisions.
(g) Partial consolidation with possible phase-in of single-tariff pricing. A case was pending in 1999.

No Jurisdiction for Water
Utilities (6)
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Generally accepted
Case-by-case policy -- approved
Case-by-case policy - not approved
Not considered, not applicable, or no jurisdiction

Consolidated Water Rates

Figure 10. Summary of Commission Policies on Rate
Consolidation.

The approval of the company's proposal was in compliance with the
commission's duty to regulate utilities of dis state in order to provide the
availability of adequate, economical, and reliable utility services to
encourage the well planned development of the utility resources in a maimer
consistent with the state needs and in a way consistent with the productive
use of the state's energy resources.
Single tariff pricing strikes a reasonable balance in the interest of current
and future water consumers, the general interest of the state's economy, and
the interest of West Virginia Water Company."

so Order of the West Virginia Public Service Commission as cited in Limbaugh (1984), 55.

4 .

3.
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In a 1986 order, the Pennsylvania Public Utility Commission approved single-tariff pricing
for Western Pennsylvania Water Company (1986) and provided several pragmatic reasons
for approving this pricing strategy." First, a larger rate and revenue base ameliorates the
impact of major capital additions needed from time to time in every service area. Second, a
larger revenue base promotes flexibility in timing and financing major capital additions
Third, the impact of instability resulting from changes in sales volumes is mitigated when
the effect of such volumetric factors is spread over a larger economic base. Finally, the
reduction of the number of accounting units and the number of individual rate filings result
in administrative efficiency with a potential to reduce costs to ratepayers

Ten years later, in a general proceeding on acquisition policy, the Pennsylvania
Commission stated its belief "that every system and every ratepayer in the Commonwealth
will eventually be in need of specific service improvements and at that point, the true
benefits of single tariff pricing will be realized by all citizens in the Cornmonwealtl1."°" The
Commission now views single-tariff pricing as a central component of acquisition
incentives provided to jurisdictional utilities

Although single-tariff pricing has been approved without much consternation in some
jurisdictions, in others the level of controversy has been much more pronounced
Consumer advocates, local governments, large-volume users, and commission staff
members (even within agencies) have at times been deeply divided on this issue

The regulatory commissions have struggled in particular with whether ornot physical
interconnection among water systems should be a prerequisite for single-tariff pricing
As noted by the Massachusetts Department of Public Utilities, physical interconnection is
not necessarily required: "[S]everal factors (viz., the contiguity of the communities sewed
in that zone, the commonality of personnel for meter-reading, operations, maintenance, and
construction duties, and administrative convenience) are decisive in favor of treating the
[two communities] as a single zone

Similarly, the Florida Public Service Commission once concluded that state law supports
the view that multi-system utilities can be considered a single system because the utility's
facilities and landare funetionally related (in administrative, operational, and managerial
terms), even without physical interconnection.°' An analogy provided in the case was that
the multi-system utility operations were like a "wagon wheel," where the separate service
territories are the spokes and utility management is the rim holding them together

Pennsylvania Public Utility Commission, Order in Docket R-850096, Western Pennsylvania Water
Company (1986), 148

Pennsylvania Public Utility Commission, Order in Docket M-00950686, Policy Statement Re
Incentives for the Acquisition and Merger of Small, Nonviable Water and Waste Water Systems (1996)

Physical interconnection in the other industries may be the reason why pricing across larger regions
tends to prevail

Massachusetts Department of Public Utilities, Order in Docket No. 90-146, Massachusetts-American
Water Company (1990), 3-4. See also MA DPU 95-118 (1996)

Florida Public Service Commission, Order No. PSC-96-1320-FOF-WS, Docket No. 950495-WS
Southern States Utilities (1996)
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Following an appeal of the Florida order, however, the District Court held that rate
consolidation need not be conditioned on a finding Hy the commission that the systems
involved are functionally related. "Because we decide that the detennination of functional
relatedness is not controlling on the issue of whether uniform rates can be set," noted the
Court, "we express no opinion on whether the utility systems involved in this rate case
were 'functionally related. >aa68

In a 1993 case, the Illinois-American Water Company articulated the variety of ways in
which the systems of a multi-system utility are operationally related:

All operation and maintenance and construction activities are performed on a
unicorn basis throughout the five districts... A11 five districts utilize similar
facilities, such as pumping stations and purification plants, transmission and
distribution mains, storage reservoirs, service lines and meters... All five
districts utilize the same engineering and construction standards, maintenance
programs, operating procedures, inspection programs, budgeting and
accounting procedures, types of materials and supplies and management
structure... All five districts utilize the services of the American Water Works
Service Company (the "Service Company"), which provides, pursuant to a
contract with the Company, support to Illinois-American personnel in the areas
of accounting, engineering operations, rate design, regulatory practices, finance,
water quality, information systems, personnel information and training,
purchasing, insurance, safety and community relations."

The company also argued that the evolving corporate structure of the multi-system utility
is germane to these issues, as described in Illinois Commerce Commission's order:

According to Illinois-American, another important factor supporting the
adoption of single tariff pricing are the many steps the Company has taken in
recent years to centralize and consolidate its operations... Illinois-American,
as it presently exists, is the result of two mergers. Pursuant to the mergers,
which were approved by the Commission... water systems once operated as
five separate companies were merged to form a single integrated unit, rather
than as five independent, stand-alone systems."

Staff members of the Illinois Commerce Commission found that "Commission practices in
Illinois... support the unifonn rate concept."71 In this particular proceeding, the
commission approved partial rate consolidation and ordered Illinois-American to submit a
proposal for company-wide single-tariff pricing.

es District Court of Appeal, First Distn'ct, State of Florida, Decision in Case No. 96-447 (June 10, 1998), 1.
69 Illinois Commerce Commission, Order Docket No. 92-0116, Illinois-American Water Company (1993).
70 ibid., 85.
71 Reid., 87.

63



USEPA - NARUC Con solidated Water Rates

In a parallel proceeding, Indiana-American Water Company argued before the Indiana
Utility Regulatory Commission that single-tariff pricing is justified in part on the grounds
that the company's districts are managed by a single corporate structure and financed
through a common capital structure." The Indiana Office of Consumer Counselor opposed
this reasoning and the Indiana Commission rejected that particular bid for single-tariff
pricing, but the company prevailed in a 1997 proceeding (discussed below) _

Another rationale in the regulatory context is that rate consolidation can help reduce the
frequency and complexity of rate filings by regulated Nuns. According to John Guastella,
regulatory acceptance of single-tariff pricing as a matter of policy reduces costs associated
with preparing separate cost-of-service studies to allocate common costs among the
separate systems, and thus significantly reduces the cost of utility rate filings." A related
point is that rates under a single tariff are easier to communicate to customers (lowering
administrative costs) and easier for customers to understand.

In some deliberations, the focus is shifted from differences in the cost ofservice to
comparability in the value ofserviee that utility customers receive regardless of their spatial
location. Indiana-American Water Company has argued that, "The single tariff pricing
concept is supported by the fact that any one of the Company's customers, regardless of
where that customer is located, expects, is entitled to and receives essentially the same
service as the customers in any other district."7"

In a recent regulatory proceeding involving the New Jersey-American Water Company, the
administrative law judge echoed this argument:

Inasmuch as all customers of New Jersey-American, be they New Jersey
Commonwealth or Monmouth customers, receive comparable service on a
comparable basis, it seems only appropriate that all customers be charged
similarly... By distributing the burden of system improvement to all
customers, the relative impact is decreased. All Company customers in the
three operating groups are benefiting by the relative economics [sic] of scale
and system integration and administration the unified company produces.
Likewise, all customers should equally shoulder the costs involved."

The New Jersey Board of Public Utilities agreed with the administrative law judge in
adopting a statewide (single-tariff) price for the New Jersey-American Water Company
in this particular proceeding.

Hz Richard E. Hargraves, Direct testimony in Cause No. 39595 before the Indiana Utility Regulatory
Commission, Indiana-American Water Co., Inc. (1993).
73 Guastella (1994).
74 Hargraves (1993).
75 New JerseyBoard of Public Utilities, OAL Docket No. PUC 520795, Agency Docket No. WR-95040165,
New Jersey-American Water Company (1996), 14-15.
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Several of the commissions have implemented variations of single-tariff pricing or partial

fonts of rate consolidation. The Missouri Public Service Commission, for example, once

reasoned that rate shock is the result of rate changes not rate levels. Thus the commission

ordered the company in question to maintain existing rate differentials while equalizing

future rate increases. By maintaining current rate differentials and equalizing rate

increases, rate shock is minimized, subsidization is limited, and the company is afforded

greater flexibility in timing plant additions,7' The commission later found, for another

company, that the movement toward rate consolidation was in the public interest." But in

a subsequent rate case, and to the understandable chagrin of the utility, the commission

reiterated "that it is not committed to a specific position regarding cost recovery for capital

plant additions by means of [single-tariff p1icing1."78

In a phased approach, implementation of single-tariff pricing may occur over several

commission decisions involving the same multi-system utility. According to a former

regulator, a phase-in plan may be especially justified when differences in rates are

"extrerne."79 A phased approach "facilitates the goal of single tariff pricing, but does not

negate the requirement for future commission approval of its full in1plementation.""°

Interestingly, zonal rates forgroups of systems can be used in conjunction wide a phased
approach to rate consolidation. The Florida commission recently advanced a "capband"
approach establishing rates for groups of systems with similar cost characteristics,
reasoning that:

First, the capband structure represents a greater move toward the long tern

goal of a uniform rate. It eliminates the need for separate rate structures for

each individual service area under the cap. The number of rates would decrease

from 56 to eight for the water facilities under the cap, and from 23 to six for the

wastewater facilities. Second, as noted above, the capband structure reduces

subsidies in terms of deviation from stand-alone rates. This is true both in terms

of number of service areas and number of customers. Uniform rates within the

band mitigate the subsidy within die band... [The capband rate structure]

embraces all of the advantages of the modified stand-alone rate structure and

adds the additional advantages of simplifying the rate structure by moving the

utility closer to a unicorn rate."

76 Missouri Public Service Commission, Order in Case No. 90-236, Missouri Cities Water Co. (1990).
77 Missouri Public Service Commission, Order in Case Nos. WR-95-205 and SR-95-206, Missouri-
American Water Company (1995).
78 Missouri Public Service Commission, Order in Case Nos. WR-97-237 and SR-97-238, Missouri-
American Water Company (1997).
79 Wendell F. Holland, "Acquisition Incentives Encouraging Regionalization in the Water Industry" a
speech made at the Great Lakes Conferences of the National Association of Regulatory Utility
Commissioners in Greenbrier, West Virginia (July l l, 1995).
80 Pennsylvania Public Utility Commission, Western Pennsylvania Water Company, 72 PUR 41h (l986),
154.
81 Florida Public Service Commission, Order No. PSC-96-0549-PHO-WS, Docket No. 950495-WS,
Southern States Utilities (1996), 78-79.
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The Florida decision was appealed on a variety of grounds. As noted earlier, the Court of
Appeal held that the commission need not determine that utility facilities are "functionally
related" prior to approving consolidated rates. In the same decision, the Court also found
that "no statute prohibits resort by the Public Service Commission (PSC)-in an
appropriate case-to so-called "capbands" to fix rates that are just, reasonable,
compensatory, and not unfairly discriminatory."82 Specifically:

Nothing inherent in the capband methodology runs afoul of the statute. The order
under review sets rates [footnote omitted] so that no ratepayer's rates exceed by
more than seven per cent what they would have been if each system's rates had
been set on a stand alone, cost of service basis. This modest deviation from a pure
cost of service basis for individual rates pales by comparison to the magnitude of
inevitable intra-system subsidization. Nor is a pure cost of service basis as to each
individual ratepayer mandated by a statute which directs that "the commission shall
consider the value and quality of service and the cost of providing service." §
367.081(2), Fla. Stat. (1997). See Occidental Chem. Co. v, Mayo, 351 So. ad 336,
340 (Fla. 1977) ("Given the multiplicity of methods suggested by the experts to
allocate expenses between various users, we cannot say that the Commission
departed from the essential requirements of law in relying on a range of criteria for
this purpose."). A shift in the direction of "affordability" takes the value of service
into account. Although using stepped rates or "capbands" requires offsetting
increases and does not spread offsets perfectly evenly among households paying
less than maximum rates, such use need not lead to unfairly discriminatory rates."

The Indiana Utility Regulatory Commission articulated the pragmatic rationale for single-
tariff pricing in the recent Indiana-American case.84 The press release accompanying the
commission's order asserts that the company's movement toward single-tariff pricing is "in
the best interest of all of the customers" and that all areas will benefit in the long term by
increased rate stability and mitigation of construction cost impacts. The order found that
single-tariff pricing was consistent with pricing for other utility and nonutility services and
that it would help the company meet demands associated with environmental compliance,
infrastructure replacement, and service adequacy for customers." The commission also
addressed the issue of price discrimination:

There will always be customers who over a given period of time will be required to
pay higher rates than would result if they were included in some smaller or different
customer group. But this does not mean undue discrimination exists so long as
they are paying an equivalent price for an equivalent product. Moreover, we must
not forget that all of the customers today are the beneficiaries of water facilities

oz District Court of Appeal, First District, State of Florida, Decision in Case No. 96-447 (June 10, 1998), 1.
83 .Ibid., 13.
84 Indiana Utility Regulatory Commission, Order in Cause No. 40703, Indiana-American Water Company

(1997).
85 Ibid., 77.
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built in the past, and the cost of developing these facilities was borne in large part
by earlier generations of customers.86

As a general rule, individual water utilities must make the case for single-tariff pricing
before regulators, who consider the merits on a case-by-base basis. The Indiana-American
decision also is instructive on this point because the case was made by the utility several
times-and the arguments rejected-before regulators were persuaded that single-tariff
pricing was in the public interest. As with many initiatives by utilities, regulatory approval
often requires more than one attempt, as well as modifications to the proposed method to
address the legitimate concerns of regulators and consumer advocates,

A few commissions have explicitly recognized single-tariff pricing as a policy tool. As
already noted, Pennsylvania regulators have placed single-tariff in the broader context of
regulatory policies to promote regionalization and specifically the acquisition of smaller,
nonviable systems." The general provisions of the commission's policy, appearing in Table
13, provides for the application of single-tariff pricing to the rates of acquired water
systems "to the extent that is reasonable.""8

Similarly, New York Public Service Coimnission staff members expect acquiring utilities to
include a plan for "rate equalization" (with phase-in provisions as appropriate) as part of
petitions for acquisition incentive mechanisms. 89

Connecticut regulators have interpreted state statutes to authorize rate equalization in
connection with mandated takeovers." The commission also recognizes the potential use
of annual price caps (to avoid rate shock) and surcharges ("so that customers of the
acquiring company are not always obligated to assume full responsibility for the cost of
ordered improvements to the acquired company").9'

Implementation Strategies

Utility regulators can consider several implementation strategies if they find that rate
consolidation is in the public interest. Implementing the single tariff can be accomplished in
conjunction with acquisition proceedings. Utilities can phase-in single-tariff pricing for all
or part of their service territory. A partial form of single-tariff pricing is to adopt a

as Indiana Utility Regulatory Commission, Order in Cause No. 40703, Indiana-American Water Company

(1997), 81.
xv Holland (1995), 10.

as Pennsylvania Public Utility Commission, Order in Docket M-00950686, Policy Statement Re:

Incentives for the Acquisition and Merger of Small, Nonviable Water and Waste Water Systems (1996).
89 New York Public Service Commission, Order in Case 93-W-0962, Investigation of Incentives for the

Acquisition and Merger of Small Water Utilities (1993), Appendix E.
90 Connecticut General Statutes, 16-2620. According to Connecticut Statutes (16-262r), rate equalization
also can be used in connection with satellite management of a smaller by a larger system.
91 Connecticut Department of Public Utility Control, Order in Docket No. 96-03-3 l , DPUC Review of

Water Companies Acquisitions and Transfer Processes (January 8, 1997), 27.
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common fixed or customer charge for all utility customers, and alter variable charges based

on variations in die cost of service, Utilities can use surcharges or other mechanisms to

differentiate prices based on extraordinary costs and send customers a very specific price

signal. A partial approach to single-tariff pricing is to develop tariffs based on groupings of

systems or "zones" with roughly similar cost or service characteristics. Another partial

approach, mentioned earlier, is to use a phased method of implementation by which rates

are made more uniform over several rate adjustments.

Innovative pricing options arid implementation strategies for water utilities can emerge in

the context of regulatory proceedings, dispute resolution processes, and a continuing

dialog among utilities, consumers, consumer advocates, and other interested stakeholder.

Related Strategies

Commissions may want to consider implementing specific regulatory strategies in

conjunction with single-tariff pricing. First, regulators could use auditing or other

evaluation techniques to establish that utilities are meeting efficiency and other

performance goals. Second, the commission could coordinate with other regulatory

agencies to promote compliance with water quality standards. Third, regulators could

evaluate the long-term strategic plans of water utilities for serving customers throughout

their service territories. Fourth, features of the consolidated rate could be assessed in

terms of their effectiveness in promoting efficient water use and discouraging waste. Fifth,

the commissions could implement a monitoring and evaluation system to assess the effects

of consolidated rates on all systems and customer groups. Sixth, alternative dispute

resolution could be encouraged to provide parties with a forum for participation and an

opportunity to reach a settlement agreement on single-tariff pricing issues. Finally,

regulators could assess utility efforts to communicate with customers about the value of

water and build understanding of the rate structure.

Commission Authority

Commission authority to approve consolidated rates has been met with legal challenges in

some jurisdictions. Obviously, single-tariff pricing policy must be consistent with a state's

legislative framework and legally sustainable. Regulatory and legal doctrine generally seem

to permit this pricing method. Legislative, judicial, or other constraints on rate

consolidation would be undesirable from a public policy standpoint and undermine the

ability of the regulatory commissions to craft effective policies for the water industry.

In a recent case, the New Hampshire Public Utilities Commission aclmowledged the

absence of a clear regulatory standard for, or prohibition 08 the use of single-tariff pricing.

The commission essentially asserted its policymaking authority to approve rate

consolidation based on a public-interest standard:
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While New Hampshire law is replete with references to the appropriate standard for
establishing a utility's rate base and rate of return, there appears to be no specific
guidance on the point of rate consolidation or single tariff pricing. Thus, in the
absence of any legal impediment to utilizing single tariff pricing, our decision
essentially becomes one of policy that is bound only by our statutory constraints
that rates be just and reasonable and that we act in the public interest. See RSAs
374:2 and 378:28.

Opponents of rate consolidation in this case argue that we should adhere to our
traditional ratemaking policy of cost causation. We find their position unpersuasive
in this case for two reasons. First, traditional cost of service regulation already
includes some measure of rate averaging in that customers are not charged the tie
costs of serving them on an individual basis. Second, and perhaps more important,
stand alone rates in this case produce results for some customers that are well
beyond the zone of "just and reasonable." One needs only to look at the stand
alone rates that would result from the settlement Agreement to see just how
extreme the results are when significant investments are required in a very small
system. Most of the community systems are simply too small to absorb the
magnitude of investments mandated by environmental enactments. However,
without these investments, it is clear that the small community systems would have
been unable to provide safe and adequate water service to their customers.92

Single-tariff pricing evolved as a legitimate policy tool and is used by a clear majority of the
states that regulate multi-system water utilities. Rate consolidation is a tool that can be
used on a case-by-case basis, where regulators carefully weigh the evidence before them,
and as a general policy tool to encourage acquisitions and regionalization. The precarious
condition of very small water systems merits the consideration of alternative regulatory
approaches, including consolidated rates.

Rate consolidation will continue to focus attention on some fundamental regulatory issues:
Does it result in a measurable "subsidy"? Does the subsidy constitute a form of price
discrimination? Are the resultant rates just and reasonable? Do the long-term benefits of
implementing single-tariff pricing, including subsidization, outweigh the costs? Regulators
must be satisfied with the answers to these questions before approving a rate consolidation
strategy. Generally, however, the commissions are giving at conclusions that support the
use of single-tariff pricing.

The commissions have demonstrated their policymaking authority to approve consolidated
rates, as well as their capacity to consider and weigh the complex ratemaldng and policy
tradeoffs involved. Only the commissions can specify the circumstances appropriate for
single-tariff pricing in their jurisdictions. Water utilities should continue to advance
innovative pricing strategies. The commissions should continue to exercise due diligence in
approving water rate structures that serve the public interest.

92 New Hampshire Public Utilities Commission, Order in Docket DR 97-058, Pennichuck Water Works,
Inc. (1998).
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Table 13
Pennsylvania Public Utility Commission
Policy Statement on Acquisition Incentives

Title 52, Part I, Chapter 69

Incentives for Acquisition and Merger of Small Nonviable Water Utilities--
Statement of Policy

§ 69.711.  ACQUISITION INCENTIVES

(a) General

To accomplish the goal of increasing the number of mergers and acquisitions to foster
regionalization, the Commission will consider the acquisition incentives at subsection (b).
However, the following parameters must first be met in order for Commission consideration of a
utility's proposed acquisition incentive. It should be demonstrated that:

(1) The acquisition services the general public interest;

(2) The acquiring utility meets the criteria of viability which will not be impaired by the
acquisition, that it maintains the managerial, technical, financial capabilities to safely and
adequately operate the acquired system, in compliance with the Public Utility Code, the
Sate Drinking Water Act, and other requisite regulatory requirements on a short and long
term basis,

(3) The acquired system has less than 3300 customer corrections, die acquired system is not
viable; it is in violation of statutory or regulatory standards concerning the safety,
adequacy, efficiency or reasonableness of service and facilities, and that it has failed to
comply within a reasonable period of time, with any order of the Department of
Environmental Protection or the Public Utility Commission,

(4) The acquired system's ratepayers should be provided with improved service in the fL1tLu'e,
with the necessary plant improvements being completed within a reasonable period of time;

(5) The purchase price of the acquisition is fair and reasonable and the acquisition has been
conducted through Ann's length negotiations, and

(6) The concept of single tariff pricing should be applied to the rates of the acquired system, to
the extent that is reasonable. Under certain circumstances of extreme differences in rates,
and/or affordability concerns, consideration should be given to a phase-in of the rate
difference over a reasonable period of time.
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Tabl e  13  ( cont i nued)

(b) Acquisition Incentives

In its efforts to foster acquisitions of suitable water and sewer systems by viable utilities when such
acquisitions are in the public interest, the Commission seeks to assist these acquisitions by
permitting the use of a number of regulatory incentives. Accordingly, the Commission will consider
the following acquisition incentives :

(1) Rate of Return Premiums - Additional rate ofretum basis points may be awarded for
certain acquisitions and for certain associated improvement costs, based on sufficient
supporting data submitted by the utility within its rate case filing,

(2) Acquisition Adjustment ... In cases where the acquisition costs are greater than the
depreciated original cost, that reasonable excess may be included in the rate base of the
acquiring utility and amortized as an expense over a 10-year period,

(3) Deferral of Acquisition Improvement Costs .. In cases where the plan improvements are of
too great a magnitude to be absorbed by ratepayers at one time, rate recovery of the
improvement costs may be recovered in phases. There may be a one time treatment (in the
initial rate case) of the improvement costs but a phasing-in of the acquisition, improvements
and associated carrying-costs may be allowed over a finite period, or.

(4) Plant Improvement Surcharge - Collection of a different rate Nom each customer of the
acquired system upon completion of the acquisition could be implemented to temporarily
offset extraordinary improvement costs. In cases where the improvement benefits My
those customers who are newly acquired, the added costs may be allocated on a greater than
average level (but less than 100%) to the new customers for a reasonable period of time, as
determined by the Commission.

(c) Procedural Implementation

The appropriate implementation procedure for the acquisition incentives listed would be to file the
request during the next filed rate case. In the case of the first incentive, for example, the rate of
return premium, appropriate supporting data should be filed within the rate of return section in
order for Commission evaluation of its applicability. The rate of return premium as an acquisition
incentive may be the most straightforward and its use is encouraged.

Other appropriate incentives may be considered by aNs Commission, provided they meet the
parameters listed at subsection (a). Acquisition incentive requests will be considered on a case by
case basis. hi acquisition incentive filings, the burden of proof rests with the acquhing utility.

Source: Pennsylvania Public Utilities Commission, Incentives for Acquisition and Merger of Small
Nonviable Water Utilities: Statement of Policy (February 28, 1996).
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APPENDIX A
GLOSSARY OF TERMS

Block rate . A bi l l ing rate applied to
water usage that varies according to
blocks of water usage (measured in
gal lons or cubic feet). See u n i f o r m  r a t e ,
d e c r e a s i n g - b l o c k  r a t e ,  a n d  i n c r e a s i n g
b l o ck  r a r e .

allowance, above which a  v a r i a b l e  r a t e i s
applied.

Horizontal  equity .  A condition under
which customers that impose similar
costs on the utility system pay similar
prices for comparable utility services.
Se e v e r t i c a l  e q u i t y .Common-management costs. Costs

that are incurred on the basis of the joint
operation of multiple systems. Costs
under common management, given
management economies of scale and
scope, should be less for the utility than
the sum of stand-alone costs for all  of
the operated systems.

Intergenerational equity. A condition
under which one generation of customers
does not pay for costs imposed on the
utility system by another group of
customers. See horizontal equi ty and
ver t i ca l  equ i t y .

Decreasing-block rate. A variable rate
that decreases with additional blocks of
water usage. See uniform rate and
increasing-block rate.

Increasing-block rate. A variable rate
that increases with additional blocks of
water usage. See uniform rate and
decreasing-block rate.

Investor-owned (or privately owned)Equity. A condition under which costs
have been fairly allocated among
customer groups consistent with cost-of-
service and e j t i e i e n c y cr i te r ia .  See
h o r i z o n t a l  e qu i t y ,  v e r t i c a l  e q u i t y ,  a nd
s u b s i d y .

utility. A utility owned and operated by
a private firm on a for-profit basis. See
publi cly owned ut i l i t y.

Efficiency. A condition under which
prices charged, and quantities produced
and used, are optimal (that is, not too low
or too high).

Just and reasonable. A concept used to
evaluate utility rates related to the
concept of undue discrimination.

Fixed charge . The portion of  a
customer's water bill that does not vary
with water usage. Fixed charges often
are used to recover administrative and
other recurring costs that are not
determined by water usage. The fixed
charge may include a minimal water

Multisystem utilities. Public or private
utilities that operate two or more water
systems sewing distinct service
territories, systems may or may not be
physically interconnected.

Municipal-unit doctrine. The treatment
of a municipality as a distinct service
territory and unit for cost allocation and
ratemaking purposes (that is, "city-based"
rates).
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Phase-in (rates). Implementation of a
significant change in rate levels or rate
design in phases, rather than at once, in
order to reduce rate shock to customers
and revenue instability to the utility
Reflects the principle of ,gradual

service territory may or may not
correspond to geopolitical boundaries

Physically interconnected systems
Water systems joined by a system of
pipes and pumps for transporting water
(usually treated water) from one system
to another

Single-tariff pricing. Single-tariff
pricing is the use of a unified rate
stricture for multiple water (or other)
utility systems that are owned and
operated by a single utility, but that may
or may not be physically interconnected
Under single-tariff pricing, all customers
of the utility pay the same rate for
service, even though the individual
systems providing service may vary in
terms of operating characteristics and
stand-alone costsPrimacy agency. A state agency

responsible for regulating community and
noncommunity water systems to ensure
compliance with federal drinldng-water
standards established under the Safe
Drinking Water Act

Stand-alone pricing. Pricing based on
the costs that a commonly owned or
managed water system would incur if it
replicated the same services and functions
on a basis completely independent of the
parent utility and other systemsPrivately owned (or investor-owned)

utility. A utility owned and operated by
a private firm on a for-profit basis. See
publicly owned utility

Subsidy. A transfer of welfare from one
group of customers to another that is not
based on differences in the cost of serving
the different customer groupsPublic Utility Commission (PUC). A

state agency responsible for regulating
the rates and profits of public utility
monopolies

Tariff. The official rate schedule
document specifying all of a utility's rates
and charge, the tariff must be approved
by appropriate state or local governing
bodies

Publicly owned utility. A utility owned
and operated by a governmental agency
such as a municipality, on a nonprofit
basis. Seeprivately owned utility Undue discrimination. Price

differentiation that is not based on
variations in the cost of serviceSafe Drinldng Water Act (SDWA)

The federal statute that establishes
drinking-water standards for community
and noncommunity water systems
Substantial amendments to the SDWA
were enacted in 1986 and 1996

Uniform rate. A variable rate that does
not change with the total amount of
water usage

Service territory. The geographic area
served by a public utility, a utility's

Variable rate. The billing rate applied
on a per gallon or per cubic foot basis to
the amount of water used by customers
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during the bill ing period. The variable
rate multiplied by water usage determines
the portion of a customer's water bill that
varies with water usage.

Water utility. A public or private entity
that owns and operates one or more
w a t e r  s y s t e m s and typically charges
customers for the cost of providing water
serv ice .  In mu l t i - s y s t e m utilities, two or
more water systems are owned and
operated by the utility and they may or
m a y  n o t  b e  p h y s i c a l l y  i n t e r c o n n e c t e d .

Vertical equity . A condition under
which customers that impose different
costs on the utility system pay different
prices for utility services based on the
relevant cost differences. A related
concept is undue discrimination.

Zonal Pric ing. Differentiation in rates
according to substantial differences in the
cost of serving different areas. Zones
generally are defined in spatial terns and
represent geographic clusters of
customers with similar cost
characteristics.

Water system. An infrastructure system
for withdrawing, transporting, treating,
storing, and distributing water to a
defined service territory .
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APPENDIX B
SELECT COMMISSION ORDERS ON
SINGLE-TARIFF PRICING

California
California Public Utilities Commission. Decision No. 89-06-007. Hillview Water Company,Inc. June 7,

1989.

Connecticut
Connecticut Department of Public Utility Control. Docket No. 86-12-08. Connecticut-American Water

Company. June 2, 1987
. Docket No. 89-03~22. Connecticut-American Water Company. September 21, 1987.

Florida
Florida Public Service Commission. In re Rate Setting Procedure and Alternatives for Water and Sewer

Utilities. 1989.
. Docket No. 920100-WS. Southern States Utilities, Inc. November 2, 1993.
. Docket No. 930880-WS. Southern States Utilities, Inc. September 13, 1994.
. Docket No, 930892-WU. Venture Associates Utilities Corp. December 30, 1994.
. Docket No. 931122-WU. Lakeside Golf, Inc. February 9, 1995

Hawaii
Hawaii Public Utilities Commission. Docket No. 6434. GASCO, Inc. April 3, 1992.

Illinois
Illinois Commerce Commission, Docket No. 92-0116. Illinois-American Water Company. February 9,

l 993 .
Docket No. 94-0481. Citizens Utilities Company of Illinois. September 13, 1995.

. Docket No. 95-0076. Illinois-American Water Company. December 20, 1995.

Indiana
Indiana Utility Regulatory Commission. Cause No. 36483. Northern Indiana Fuel & Light Company, Inc.

October 1, 1981.
. Cause No. 36427. Terre Haute Water Works Corp. November 13, 1981.
. Cause No. 38880. Indiana-American Water Company. September 26, 1990.
. Cause No. 39595. Indiana-American Water Company. February 2, 1994.
. Cause No. 40703. Indiana-American Water Company. December ll, 1997.

Iowa
IowaUtilities Board. Docket No. RPU-94-21. ES Utilities, Inc. June 30, 1995.

Maine
Maine Public Utilities Commission. Docket Nos. 91-193 and 93-027, Michael McGovern v. Portland

Water District. February 28, 1994.

Maryland
Maryland Public Service Commission. Case No. 8643. Chesapeake Utilities Corp. August 17, 1994.

Massachusetts
Massachusetts Department of Public Utilities. D.P.U. 95-118. Massachusetts-American Water Company.

May 31, 1996.
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Missouri
Missouri Public Service Commission. Case No. 90-236. Missouri Cities Water Company. October 12

Case Nos. WR-95-205 and SR-95-206. Missouri-American Water Company. November 21

Case Nos. WR-95-205 and SR-95-206. Missouri-American Water Company, November 21

Case Nos. WR-97-237 and SR-97-238. Missouri-American Water Company. November 6

New Hampshire
New Hampshire Public Utilities Commission. Docket DR 97-058. Pennichuck Water Works, Inc, Request

for Permanent Rates. March 25. 1998

New Jersey
New Jersey Board of Public Utilities. Docket No. WR95040165. New Jersey-American Water Company

March 3. 1996

New York
New York Public Service Commission. Case No. 93-W-0962. Order Instituting Proceeding and Soliciting

Comments, Investigation of Incentives for Acquisition and Merger of Small Water Utilities
November 10. 1993

Ohio Public Utilities Commission. Case Nos. 88-7l6-GA-AIR et. all, 88-101 l-GA-CMR, Columbia Gas
of Ohio. Inc. October 17. 1989

Pennsylvania
Pennsylvania Public Utility Commission. Order in Docket R-850096, Western Pennsylvania Water

Company (January 29, 1986)
Order in Docket No. M-00950686. Policy Statement Re: Incentives For The Acquisition

And Merger Of Small, Nonviable Water And Waste Water Systems. February 23, 1996

Rhode Island
Rhode Island Public Utilities Commission. Docket No, 2216. Narragansett Bay Water Quality

Management District. March 24, 1995

Texas
Texas Public Utility Commission. Docket No. 4240. Texas-New Mexico Power Company. June 2, 1982

West Virginia
West Virginia Public Service Commission. Case No. 81-126-W-42A. West Virginia Water Company

May 26, 1982
Case No. 89-498-W-42T, West Virginia-American Water Company. May 4, 1990
Case No. 89-498-W-42T. West Virginia-American Water Company. May 24, 1990
Case No. 93-0279-W-42T. West Virginia-American Water Company. January 23, 1994

Source: Adapted and updated from Daniel W. McGill, "Memorandum on Single-Tariff Pricing
(correspondence dated December 31, 1996)
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Source of Capital Issuance
Cost ($)

End-of-year
Capitalization

(35)

Capitalization
n (percent)

Cost
Rate ($)

Weighted
Cost ($)

Short-term bank debt 4,800,000 7.47 14.00 1 ,046

First-mortgage bonds
53/8% series due 3/1/82 2,040 2,500,000 3.90 5.427 0.211

93/4% series due 5/1/95 40,544 3,000,000 4.67 9.884 0.462

10% series due 10/1/96 229,017 16,800,000 26.17 10.116 2.647

93/8% series due 8/1/96 83,423 7,840,000 12.21 9.474 1.157

Total long-term debt 30,140,000 46.95 9.54 4.477

10 percent 31,781 2,940,000 4.58 10.092 0.462

91/2 percent 19,067 1,368,000 2.13 9,602 0.204

71/2 percent 21,926 1,920,000 2.99 7.692 0.230
Total preferred stock 6,228,000 9.70 9.24 8.896

Common stock 986,073
ICapital su lus 7,172,538
IEarned su lus 14,875,670

Total common equity 23,034,281 35.88 15.00 5.381

Total capitalization 64,202,281 100.00 11.800

Expense Per 1 Million
Gallons of Pumped Water

District A District B District C District D Single-
Tariff

Pricing
Fuel and power 49 91 115 102 57

Chemicals 15 31 76 17 20

Total operation cost 374 2,136 2,443 789 513

Total maintenance cost 103 499 277 94 116

USEPA --- NARUC Consolidated Water Rates

APPENDIX C
DETAILED EXAMPLE OF
SINGLE-TARIFF PRICING

Table CI
Cost-of-Capital Determination

Long-term debt bonds

Preferred stock

Common equity

Source: Adapted from Edward M. Limbaugh, "Single Tariff Pricing,"Journal American Water Works
Association 75 no. 9 (September 1984).

Ta bl e  C2

Al locat ion of  Expenses  by Distr ict  and Under Single-Tari f f  Pric ing

Source: Adapted from Edward M. Limbach, "Single Tariff Pricing," Journal American Water Works
Association 75 no. 9 (September 1984).
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Cost and Service Characteristics District A District B District C District D

Ratebase ($) 52,231,951 211,630 351,510 2,320,677
0Rate of return (percent) 11.80 11.80 11,80 11.80

Utility operating income (3) 6,163,370 24,972 41,466 273,840

Operation & maintenance expense ($ 5,835,260 173,506 139,624 806,709

Depreciation & amortization ($) 806,306 5,931 9,750 32,509

Taxes other than federal income tax ($) 1,789,540 16,527 18,728 131,035

Provision for federal income tax (3) 1,057,772 2,919 2,944 45,127

Total revenue requirement ($) 15,652,248 223,855 212,512 1,289,220

Percentage of revenue assigned to
residential customers

53.03 70.86 66.4 64.67

Number of residential customers 51,651 534 558 5,180

Average residential water bill ($)' ' 12.01 27.70 24.21 13.30

Impact of $50,000 investment on
average residential bill

0.12

(1%)

15.16
(55%)

$13.59
(56%)

$1.43
(11%)

Usage Charge District A ($) District B ($) Single-Tariff Pricing
(S)

17-mm 5/8-inch) meter or smaller 6.62 13.11 7.35

20-mm 3/4-inch meter 9.78 19.67 11.06

25-lmn 1-inch meter 16.30 32.78 18.40

40-mm 11/2-inch meter 32.59 65.56 36.80

50-mm (2-inch) meter 52.15 104.91 58.90

80-mm (3-inch meter 97.78 196.70 110.40

100-mm (4-inch meter 162.96 327.85 184.00

150-mm 6-inch) meter 325.92 655.69 368.00

200-mm 8-inch) meter 521.47 1,049.11 568.80

First 2000 gallons/month
Next 28,000 gallons/month 2.597 4.526 2.74

Next 970,000 gallons/month 1.562 3.147 1.56

Next 9 million gallons/month 1.107 3.147 1.14

All more than 10 million gallons/month 0.858 3,147 0.902

USEPA - NARUC Consolidated Water Rates

Table CO

District Revenue Requirements and Effect on Average Residential Water Bill

Source: Adapted from Edward M. Limbach, "Single Tariff Pricing,"Journal American Water Works
Association 75 no. 9 (September 1984).
' From Table Cl. *' Based on 4,500 gallons per month.

Tabl e  C4

Comparison of  Tari f f s  for  Selected Distr ict s  Before  and After  Implementat ion of

Single-Tari f f  Pricing

Minimum charge

Variable charge (per 1,000 gallons)

Source: Adapted from Edward M. Limbaugh, "Single Tariff Pricing," Journal American Wafer Works
Association 75 no. 9 (September 1984).
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APPENDIX D

Dr. Janice A. Beecher, Director of Regulatory Studies
University

Happy New Year! Can you help me by taldng a moment to fill out this quick survey and faxing it

will make the results available to everyone

is used to implement a single rate structure for multiple water (or other) utility

the utility pay the same rate for service, even though the individual systems providing service may

Water utilities with multiple systems are not necessarily found in every state

Do any of the water utilities regulated by your
commission have multiple water systems (El)

Ifni, the remaining questions are not applicable to your state. Please return tnefi
page oft re questionnaire so that your state will be represented in the survey

If you answered Yes to Question 1, please name the multi-system water utilities, the
number of systems they operate, and the approximate number of connections for the
smallest and largest system operated by the utility. Use an additional sheet if necessary

Utility Name
Total Number
ofSvstems

Approximate Number
3f Connection5 .for the

Smallest Largest
System System

Has your commission approved single-tariff pricing
for any of the utilities named in Question 1 (M)'? No

Yes D
D

Go to Question 4
Go to Question 5
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If your answer to Question 3 was Yes, please name the utilities and when the tariff was
first approved. Use an additional sheet if necessary.

Urilirv Name

When was the
t r y
first approved?

If your answer to Question 3 was No, please check all of the following that apply (M):

U
D
D
D

Single-tariff pricing has not been an issue.
Single-tariffpricing has been considered but not specifically approved.
A proposal for single-tariff pricing has been rejected.
Other:

Has single-tariffpricing been explicitly prohibited
in your state by statute (M)'? Yes U No E l

When was the statute passed?

Please describe die nature of the prohibition:

Has your commission put any monitoring and/or
evaluation systems in place for single-tariff pricing
in cases where it has been implemented (laI)? Yes D No Cl

If Yes, please describe:

If your commission approved single-tariff pricing, what was the primary reason for the
approval?

9, If your commissionrejected single-tariffpricing, what was the primary reason for the
rejection?

10. Please characterize your cornlnission's policy position on single-tariff pricing (laI)'?
J
D Generally accepted
D Generally not accepted
D Decided on a case-by-case basis
U Never considered

4.

5.

6.

7.

8.
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11 If single-tariff pricing has been an issue in your state, whether or not it has been
implemented, please review die following arguments in favor and against single-tariff
pricing and check all that have influenced your colnmission's deliberations or policies on
the issue Check (III) all that apply

Arguments in Favor of Single-Tariff Pacing

U
CI
D
D
D
cl
0
D
D
U
cl
D
0
D
0
D

Provides incentives for utility regionalization and consolidation
Mitigates rate shock to utility customers
Promotes universal service for utility customers
Promotes ratepayer equity on a regional basis
Improves service affordability for customers
Addresses small-system viability issues
Facilitates compliance with drinking water standards
Provides ratemaking treatment that is similar to that for other utilities
Lowers administrative costs to the utilities
Lowers administrative costs to the commission
Promotes regional economic development
Encourages furrier private involvement in the water sector
Encourages investment in the water-supply infrastructure
Physical interconnection is not considered a prerequisite
Overall benefits outweigh overall costs
Other

Arguments Against Single-Tariff Pricing

D
D
D
D
D
D
D
D
r:l
0
D
D
D
U
D
:J

Conflicts with cost-of-service principles
Undennines economic efficiency
Provides subsidies to high-cost customers
Distorts price signals to customers
Discourages efficient water-use and conservation
Encourages growth and development in high-cost areas
Encourages overinvestment in initirastructure
Fails to account for variations in customer contributions
Provides unnecessary incentives to utilities
Considered inappropriate without physical interconnection
Not acceptable to all affected customers
Not acceptable to other agencies or governments
Justification has not been adequate in a specific case (or cases)
Insufficient statutory or regulatory basis or precedents
Overall costs outweigh overall benefits
Other

Please provide any additional comments on another sheet. Thank you again for your
assistance. I look forward to working with you in 1996
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APPENDIX E
DETAILED FINDINGS FROM COIVIMISSIGN SURVEY
ON SINGLE-TARIFF PRICING
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BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION OF
ARIZONA WATER COMPANY, AN ARIZONA
CORPORATION, FOR A DETERMINATION
OF THE  FAIR  VALUE  OF ITS UTILITY
PLANT AND PROPERTY, AND FOR
ADJUSTMENTS TO ITS RATES AND
CHARGES FOR UTILITY SERVICE AND
FOR CERTAIN RELATED APPROVALS
BASED THEREON.

Docket No. W-01445A-08-0440

NOTICE OF ERRATA

1

2 KRISTIN K. MAYES
CHAIRMAN

3 GARY PIERCE
COMMISSIONER

4 SANDRA D. KENNEDY
COMMISSIONER

5 PAUL NEWMAN
COMMISSIONER

6 BOB STUMP
COMMISSIONER

7

8

9

10

11

12

13

14

15

16

17

18
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The Residential Utility Consumer Office ("RUCO") hereby files this Notice of Errata in

connection with the Surrebuttal Rate Design Testimony of Jodi A. Jericho, which was tiled

August 12, 2009, in the above-referenced matter. In its original submission, RUCO intended

to evaluate all consolidation models by the recommended revenue requirement from

Surrebuttal Testimony. In error, some of the models were based on recommendations made
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1 utilities have either outstanding NOVs and have recently resolved an NOV:

2

3

4

Winchester Heights (129 customers), Monte Vista (40 customers), Sonoita

Valley (40 customers), and Ashcreek (91 customers and currently operated

by an interim manager).

5

6 Q. What are the arguments in opposition to rate consolidation?

7

8

9

10

The EPA-NARUC publication also offers several arguments in opposition to

rate consolidation. RUCO lists the arguments it finds most persuasive.

Conflicts with cost of service principles.

Provides subsidies to some high cost customers at the expense of

11 other customers.

12

13

Distorts price signals.

Discourages water conservation.

14

15 Q. Are these important considerations for RUCO?

16 All four of these arguments are strong reasons to reject a

17

Absolutely.

proposal to consolidate rates. However, RUCO contends that i t has

18 identified a rate consolidation design (Option F) that mitigates these

19 concerns to some degree.

20

21 Q. Explain the rate design options considered by RUCO.

22 RUCO identified six (6) rate design options using the revenue requirements it

23 filed in its surrebuttal testimony. I have attached these options as Exhibit B

24 REVISED Exhibit B 8/28/09.

A.

A.

A.

2.

4.

3.

1.

1 1
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1 RUC() decided not to limit its consideration of rate consolidation solely to the

2 instead, RUCO reviewed several

3

4 B 8/28/09,

5

proposal submitted by the Company.

different rate consolidation options. By reviewing Exhibit B REVISED Exhibit

it will be readily apparent why RUCO prefers Option F over other

rate consolidation proposals.

6

7 Q.

8

Before going into detail for all the rate consolidation options, please

explain OptionF and why RUCO prefers Option F.

9 Option F ensures that no system receives more than a $5.00 increase for its

10

11

average residential ratepayer. This Option consolidates all 17 systems into a

single base rate. However, each system retains its own individual commodity

12 rates. No system would incur more than a $5.00/month increase in rates for

13 the average residential ratepayer.

14

15

16

17

18

19

20

21

22

There are several reasons why RUCO prefers Option F. First, this proposal

consolidates 17 systems into a single base rate. Instead of matching up

one large system for the perpetual subsidization of a smaller system, costs

are spread to all ratepayers. This is the only practical method where a large

system would realize any significant financial benefit from consolidation.

When consolidation is limited to pairing a large system with a small one, the

larger system always subsidizes the majority of the smaller system's costs.

The smaller system would only cover a minor portion of the larger system's

A.

12
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1 costs.5 Second, under Option F, no system would realize more than a $5.00

2 rate increase. Under all other proposals, some systems would receive very

3 large increases, while some others would see very large decreases. Option F

4 has the most narrow band width between the dollar amounts for systems that

5 get a decrease and those that receive an increase. Third, Option F retains

6 individual system commodity rates. This requires the Company to keep track

7 of expenses on a per system basis and al lows Commission Staff a

8 morethorough review of the Company's books. Fourth, separate commodity

9 rates are based on cost of service. Option F preserves some integrity for this

10 ratemaking principle. Finally, Option F's individual commodity rates mitigates

11 the concern that rate consolidation would discourage water conservation.

12

13 Q. Please review the six (6) rate design options.

14 Option A Maintain Separate Systems

15 Option A is a traditional rate design with no consolidation. This option

16 adheres to the cost of service principle and the plan encourages water

17 conservation, but Miami and Stanfield will experience rate shock with 4015594

18 39.20% and 102.19% 108.35% average increases, respectively.

5 For illustrative purposes, System A has 90 customers and is consolidated with System B which as
10 customers. In Year 1, System B incurs $'l,000 of capital costs. Under consolidation, System A
picks up 90% of these costs while the System B covers only 10%. In Year 3 when System A needs
$9,000 of capital improvements, System A sti l l  covers 90% of i ts own expenses while System B
only picks up 10%. With more systems consolidated, costs are further spread and the percentage
of costs subsidized is reduced.

A.

13
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Each system has its own base rate and commodity charges based on the

cost of service for that individual system

Option B Company Proposed Consolidation

This is the consolidation option proposed by the Company. It consolidates

some of the systems and leaves others alone. The Company proposes to

consolidate several systems - typically matching a large system with a small

8 one. Some of the consolidated systems are fully consolidated and others

9 only have a consolidated base rate and separate commodity rates. This

10

11

proposal may avoid rate shock, but the pairing of larger systems with smaller

systems will result in cross subsidization of smaller systems in a way which is

12 inequitable for the larger system.

consider.

There are more equitable options to

13

14

15 Option C Full Consolidation by Group

16

17

18

19

20

The Company divides its 17 systems into three Groups: The Northern Group,

the Eastern Group and the Western Group. RUCO designed rates for the

consolidation of the 17 systems into three groups. All the systems in the

Northern Group would be combined into one rate design and the same for the

Eastern Group and the Western Group. This option does not address rate

shock to Winkelman and Sierra Vista.21

22

23

24
14
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Option D Full Consolidation of all 17 Systems

2 Option D consolidates all 17 systems into a single rate design. All systems

3 would have the same base rate and the same commodity rates. This option

4 has the same problems as Options B and c. The option does not have to

5 address rate shock to Winkelman.

6

7 Fully Consolidated Base Rate with Individual

8

Option E

Commodity Rates

9

10

11

12 However,

13

Option E is a variation of Option D. All 17 systems would have the same

base rate but have their own commodity rates. Retention of commodity

rates encourages water conservation, sends the appropriate price signals for

proper water conservation and honors cost of service principles.

this option does not avoid rate shock to Miami and Stanfield.

14

15 Option F Modified Option E with an adjusted base rate to ensure no

16 system incurs more than a $5.00 increase.

17

18

19

20

21

22

23

Option F is Option E with one modification to address issues of rate shock

and provides greater rate stability. The modification in Option F reduces the

revenue requirement for those systems that would have experienced an

increase larger than $5.00 under Option E by adjusting the base rate for all

systems. By doing so, no system has more than a $5.00 increase for the

average residential customer. This also has the effect of diminishing the

reductions some systems would have experienced under Option E. In effect,

15
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it narrows the band of change from the present rates and provides additional

support for the argument that rate consolidation provides rate stability

4 Q.

5

Why doesn't RUCO support the rate consolidation plan proposed by the

Company (Option B)?

5 A The Company's proposal results in irlequitable unilateral subsidization of

smaller systems by larger systems. RUCO finds that this type of rate

consolidation is a one way street always benefitting one system and always

burdening the other system

10

11

12

13

As in the past, the Company's current proposal matches a large system with

one or two small systems.6 The purpose of this type of consolidation is to

mitigate the rate increase of the smaller system by having the larger system

14 pay more than its fair share.

15

16 One of the reasons FULL rate consolidation appeals to RUCO in this docket

17 is that it allows everyone's costs to be spread across all the systems. While

18

19

20

21

consolidation in this rate case will initially have some systems pay some costs

for other systems, over time those systems that pick up some costs from

other systems will receive relief in the future when other systems pick up

some of their costs. in the Company's proposal, there is no way that the small

e The Company matches Superstition (18,257 customers) with Miami (2,820 customers) and Casa
Grande (20,642 customers) with Stanfield (179) and Coolidge (4,229) Sedona (5,154) will subsidize
Pinewood (2,862) and Rim rock (1,230) The Company does propose to consolidate the two similarly
sized systems of Bisbee (3,085) and Sierra Vista (2,664)

16
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systems will provide any meaningful rate benefit for their larger "host" system

in the future. The larger system will always be covering for the smaller

system. This perpetual inequity requires RUCO to oppose the Company's

limited rate consolidation proposal

For example (as shown in Exhibit B REVISED Exhibit B 8128I09), under the

traditional cost of service rate design of Option A (no consolidation), the

Miami system is to receive a $13.89 (/10.55%) $13.43 (39.20%) increase to

cover its expenses. However, under the Company's proposal to consolidate

Miami with Superstition as shown in Option B, Miami would enjoy a $2.21

(6.*"%\ This cost shift goes too far. It's one$2.53 (7.39%) decrease.

consideration if the purpose of rate consolidation is to mitigate rate increases

for smaller systems.

responsibi l i ty for  that system to cover i ts own costs.

It's another concern entirely to el iminate any

Meanwhile

Superstition's rate iF1eFease jumps from $0.12 (0.36%) a $0.30 (0.90%)

decrease without consolidation to $2.24 (6.63%) a $1.84 (5.45%) increase

under the Company's proposed consolidation plan. Miami's 2,820 customers

will always benefit from merging rates with Superstition's 18,257 customers

And Superstition would never benefit in any meaningful way from this plan in

the future because Miami is simply too small to absorb any substantial portion

of Superstition's costs

The Company also proposes to consolidate Casa Grande (2Q,642), Coolidge

(4,229) and Stanfield (179). Without rate consolidation, Stanfield ratepayers

17
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2

would be hit with a $43.53 (102.19%) $46.15 (108.35%) increase. The

Company's consolidation proposal does far more than merely mitigate this

3 increase. Under the Company's proposal, Stanfield would see a $7.37

4

5

6

7

8

g

(17.30%) $6.21 (14.58%) decrease. These costs would be picked up

primarily by Coolidge, which would see its $0.78 (3.03%)$0.84 (3.29%) rate

decrease turn into a$2.55 (0.06%)$2.51 (9.80%) rate increase. Finally, the

Sedona/Rimrock/Pinewood proposal would see Rim rock swing from a $5.36

(11.5/1%) $5.83 (12.55%) increase to a $5.59 (12.0/l%) $4.97 (10.71%)

decrease. Again, rate consolidation should not eliminate all cost recovery

10 obligations for a system.

11

12 Q. What are some of the considerations of Option C, which consolidates

13 the 17 systems into 3 consolidated rates groups?

14

15

16

17

18

19

20

21

22

23

24

A. There are two primary considerations for rate consolidation by Group. First,

the consolidated systems are geographically close. From past Commission

decisions, geographic proximity has, at times, been a factor weighing in favor

of consolidation. Furthermore, Company resources such as employees,

maintenance equipment, fleet vehicles and office space are shared by these

systems. Second, a future rate case would not require the Company to file an

application on a company-wide basis. As in the past, the Company could

come in for a rate application for a single consolidated Group. This may be

less of a strain on resources for both the Company and Staff compared to a

company-wide rate case. Nonetheless, RUCO finds Option F a better rate

design than Option C in this case because it spreads the costs to all the

18
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1

2

ratepayers company-wide and it mitigates the impact of rate increases,

encourages conservation and adheres, in part, to the cost of service principle.

3

4 Q. What are some of the considerations of full rate consolidation of all

5 17 systems (Option D)?

6

7

Full rate consolidation for the entire company allows costs to be spread

over a larger base of customers. This minimizes the rate impact for those

8 customers who would have to bear the entire cost of expenses attributed to

9 their system.

10

11

12

13

14

15

16

Furthermore, full rate consolidation eliminates the need to identify revenue

requirements for each system. This results in administrative efficiency. As

the Massachusetts Department of Public Utilities stated, "The Department has

found that single tariff pricing provides benefits to customers associated with

operational and functional consolidation. In addition, single tariff pricing is

consistent with the goal of administrative simplicity." (DPU 86-27-A at 77-85,

17 DPU 17885, at 5-)-

18

19 In order to consolidate all systems, some customers will pay more and some

20 will pay less. However, systems that picked up other systems' costs will

2t receive a benefit from those other systems in the future because their costs

22 will be spread across other systems.

A.

19
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since the widespread sharing of these costs minimizes the rate increase

This may incept a Company to unnecessarily inflate its rate base

If rates were to be consolidated. there would be no reason
to maintain separate books and records for each of the
[systems]...However, this loss of operation and financial
data would destroy the ability to evaluate the effectiveness
and efficiency of the Company's operation of the [systems]
As a result, the [public utility commission] would lose its
ability to exercise regulatory oversight and control as it
pertains to these systems.

11

12 If the Commission were to find that fol! rate consolidation is in the public

13 interest,

14

15

it could still order the Company to maintain system-specific:

bookkeeping. This would be helpful for Staff, RUCO and others to determine

if costs were appropriately and prudently incurred in future rate cases.

16

17

18

'IQ

20

21

22

23

A second concern of full rate consolidation is that this option can send

improper price signals to certain systems. Rate consolidation is arguably "at

odds with water conservation."9 Water is not the same everywhere in the

state. Different systems have different challenges with water quality or water

quantity issues. For example, under the full rate consolidation of Option D,

the Pinewood system would realize a 20.02°/> 18.43% decrease in rates.

Yet, this system, like some others, has water delivery difficulties at times due

24 to

25

ld. at 8 citing Ernest Hanuig, Direct Testimony before the New Hampshire Public Utilities
commission in DR 97-058, Pennichuck WaterWorks, Inc. (1997).
ld. at 5.

B

21
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inadequate water supplies. Full rate consolidation ignores the harsh reality of

the difficulty of delivery of adequate and safe water in certain areas in

Arizona

7

8

9

10

These two concerns are important reasons why RUCO believes that the

consolidation proposal in Option F is the preferred rate consolidation plan

Since Option F retains individual system commodity charges, the Company

must continue to maintain books for each individual system. Second, the

individual commodity rates maintain the integrity of price signals for proper

water conservation. In addition to these primary concerns, Option D also

11 does not address the rate shock to Winkelman.

12

13 Q. Discuss Option E.

14

15

Option E provides a single base rate for all 17 systems, but each system

has its own commodity rates based on its cost of service.

16

17 As in Option D, for future rate cases, the Company would have to come in on

18

19

20

21

a company-wide basis. Since each system has its own commodity rates, the

Company and Staff will still have to identify a revenue requirement for each

system. However, this option recognizes the importance of each system

having its unique water acquisition needs. It is more challenging to deliver

22

23

A.

22
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7

water to customers in Pinewood than it is in Casa Grande. Some systems

require more wells or deeper wells for the same output. In addition to water

delivery and quantity issues, systems may have water quality issues that

other systems do not experience. System specific commodity rates help send

appropriate price signals to customers that water delivery in certain areas is

more difficult than in other areas This option also preserves some notion of

cost of service on a system-by-system basis.

8

9 Q.

10

Explain Option F and why it is RUCO's preferred consolidated rate

design.

11

12

13

t4

Should the Commission decide that consolidation in this case is in the public

interest, adoption of Option F is RUCO's preferred plan for rate consolidation.

It is a modified version of Option E, and its purpose was to limit the amount of

the rate increase to no more than $5.00 and to narrow the band between the

15

16

systems with decreased rates for the average residential user and the

systems with increased rates for the average residential user.

17

18

19

There are several reasons why RUCO encourages the Commission to adopt

the rate consolidation plan of Option F if it does decide to consolidate rates in

20 this docket.

21

22 First, Option F was intentional ly designed so that no system would

23 experience more than a $5.00 rate increase for the average residential

24

A.

user. This Option avoids rate shock better than any of the other proposals.

23
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A leading argument for single-tariff pricing made by multi
system water utilities is that each individual system eventually will
require an infusion of capital for renovations and improvements
only the timing varies. Equalizing rates smoothes the effect of
discrete cost spikes across systems and over time, much like
insurance pooling

In RUCO's opinion, a favorable rate consolidation proposal is one that has the

least detrimental effect to the systems that are picking up costs for other

systems at the initial stage of consolidation. Over time, rates are stabilized

and increases are minimized by spreading the costs over all systems

13 However, the most obvious cost shift happens in the initial rate case when

14

15

16

17

18

19

20

rate design shifts from cost of service to consolidated rates. Any effort to

mitigate the impact of that shift is in the public interest. As stated earlier,

Option F has the smallest dollar amount variation between those systems that

receive a rate increase (no more than $5.00) and those that receive a rate

decrease (no more than $7.18). Under Option D's full consolidation, the

swing goes from a rate increase of $48162 $15.63 to a rate decrease of

$48.,g;z $17.19.

21

22 Q. What are some concerns RUCO has with full rate consolidation

23 (Option D)?

24 RUCO has two primary concerns. First, full rate consolidation eliminates the

25 need to maintain books for individual systems. This could lead to the

26 Company over-buiiding a system or not maintaining prudent costs controls

7 ld. at 4.

A.

20
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Second, Option F consolidates all base rates but maintains separate

commodity rates. Those who, like RUCO, are uncomfortable with completely

leaving traditional cost of service principles will take some comfort that these

principles are preserved through the commodity rates

Third, separate commodity rates also send the proper price signals for water

conservation

Fourth, Option F would require the Company to maintain separate books for

each system to ensure that Staff, RUCO and others can review whether the

Company is prudently incurring costs

Does this conclude your testimony

24
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New Hampshire Public Utilities Commission Page 1 off

DR 97-05B

pennichuck water works, inc.

Petition for Permanent: Rate Increase

Order Approving Settlement Agreement and Petition for Rate
Consolidation

O R D E R N o. 22, 883

March 25, 1998

APPEARANCES: Gallagher, Callahan and Gartrell by David
A. Garfunkel, Esq. for Pennichuck Water Works, Inc. ; llansmeier
and Bellman by Dom s. D'Ambruoso, Esq. for Anheuser-Busch, Inc.
Amy L. Ignatius, Esq. for the Staff of the New Hampshire Public
Utilities Commission.

:

I PROCEDURAL HISTORY
Penni chuck Water Works, Inc. (Penni chuck) serves the

southern New Hampshire area, operating a core system that serves
Nashua and portions of Amherst, Merrimack, Milford, Hollis and
Bedford, as well as 10 independent community systems serving
portions of Epping, Derry, Bedford, Milford and Plaistow. On May
28, 1997, Penni chuck filed with the New Hampshire Public
Utilities Commission (Commission) a petition for an increase in
its rates and to consolidate the rates of the core and community
systems, even though the systems are not physically
interconnected.

Anheuser-Busch, Inc. (AB) , Penni chuck's largest
customer, sought and was granted intervention

0 Penniehuck requested an overall 26.988 increase in
permanent rates, on a consolidated system basis. In its
testimony filed July 10, 1997, Pennichuck also requested a
temporary increase in revenues overall, to be derived solely from
core customers, which the Commission granted by Order No. 22,6B3
(August lB, 1997) . The 512% increase in revenues, on a
temporary basis, excluded the community systems and all
commercial and municipal fire protection customers. This
resulted in a 7.8% increase in rates to those core customers
affected.

Subsequent to the temporary rate order, on November 6,
1997, AB filed testimony of its expert witness, Ernest Harwig,
opposing rate consolidation. Also on that date, Staff filed
testimony of Douglas w. Brogan, James L. Lenihan and Mark A.
Naylor. Staff witness Tracy B. Guyette filed testimony on
November 13, 1997.

On December 5, 1997, AB moved for permission to file
rebuttal testimony, which Staff opposed. The Commission granted
the request and on December 23, 1997, AB filed rebuttal testimony
of Mr. Harwig. Also on that date, Pennichuck filed rebuttal
testimony of Stephen J. Densberger and its consultant Janice A.
Beecher. On January 6, 1998, AB moved to strike Dr. Beecher's
testimony, which Penniehuck opposed. The Commission denied the
motion to strike. On January 22, 1998, AB filed surrebuttal
testimony of Mr. Harwig and on the following date, Staff filed
surrebuttal testimony of Mr. Brogan.

On January 30, 1998, Pennichuck and Staff submitted a
Settlement Agreement on all issues except rate consolidation.
The Commission took evidence on the Settlement Agreement and the
contested issue of rate consolidation on February 3 through 5,
1998.
II . SETTLEMENT AGREEMENT

The Settlement Agreement addressed all issues except
rate consolidation. Revenue requirements were calculated for the
systems on a stand alone basis, with Penni chuck's explicit
statement that it did not agree to stand alone calculations. AB
did not participate in the settlement negotiations on any issue
other than rate consolidation and took no position on the
Settlement Agreement.

Revenue deficiency for the core was set at $511,230 and
at levels for the community systems ranging from ($7,158) to
$41,79l, based on stipulated rate base and net operating income
for the core and community systems (found as attachments to the
Settlement Agreement) . Penniehuck and Staff agreed on an allowed
return on common equity of l0.35%, a cost of long term debt of
7.41%, cost of short term debt of 7.43%, and a treatment of a
parent company infusion as short term debt, producing an overall
cost of capital of 8.34%.

The proposed revenue increase would be collected on all
but private and municipal fire protection customers, based on a
recent review of Penni chuck's 1992 cost of service study that
indicated an over~collection of fire protection charges.
Pennichuck and Staff recommend, therefore, that fire protection
rates remain at their present levels.

Penni chuck and Staff also agreed to a step adjustment
to occur simultaneously with the increase in permanent rates, to
reflect plant additions completed on or before December 31, 1997
that were made in conformance with the Safe Drinking Water Act or
mandated by the City of Nashua and/or the State for highway work,
or any projects in which $50, 000 or more was expended on non»revenue producing items.
reflect one year's accumulated depreciation and related deferred

In addition, the step adjustment would

http ://www.puc.state.nh.us/Regu1atory/Orders/1998ords/22883w.htm1 9/2/2009



New Hampshire Public Utilities Commission Page 2 of 4

taxes and one year ' s depreciation expense and property taxes in
connection with the approved plant additions. Again, private and
municipal fire protection customers would be excluded from the
increase_

The proposed permanent rate increase, excluding the
step adjustment, is the same as that approved by the Commission
for temporary rates; therefore there would be no recoupment for
the difference between temporary and permanent rates. Rate case
expenses, however, would be surcharged over a 12 month period.
The actual amount of rate case expenses will be determined after
review of a compliance filing Pennichuck is to submit upon
issuance of this order.

Finally, regarding depreciation, Penni chuck and Staff
agree to use the "whole life" rather than Penni chuck's proposed
"average remaining life" methodology, for an annual depreciation
expense of $1,272,791, which results in an annual composite
depreciation rate of 2.44%.
III » POSITIONS OF THE PARTIES AND STAFF ON RATE CONSOLIDATION

A. Penni chuck and Engineering Staff
Penni chuck sought to consolidate all of the community

systems into one set of rates, even though the systems are not
physically interconnected. Applying the settlement figures,
including the step adjustment, the consolidated rate would be
approximately $253 per year for the average residential user. By
contrast, again applying the settlement revenue requirements but
keeping the rates on a stand alone basis would result in an
average residential core rate of $245 per year; the community
systems' rates would range from $291 to $1,166 per year. Single
f Emily residential customers in the core system, therefore, would
pay an additional SB per year under the rate consolidation
proposal, while most of the community system customers would see
a decrease in their bills.

In support of the rate consolidation proposal,
Penni chuck argued that the community systems would benefit from
Penni chuck's ability to upgrade or repair f abilities as necessary
to meet environmental mandates without fear of overwhelming
community systems' customers. Because the community systems are
small (ranging from 29 to 458 customers) , any significant capital
improvement can result in a significant increase in rates,

Penni chuck anticipates reduction in regulatory and
accounting expense if the systems are consolidated, and predicts
that with rate consolidation it would be better able to consider
purchase of small systems in the future, as the Commission has
encouraged.

Penni chuck's consultant, Janice A. Beecher, testified
that commissions have ruled both ways on rate consolidation
proposals, and found merit in Penni chuck's request. In her view,
Penni chuck' s community systems are simply too small to be viable
on a stand alone basis.

Staff engineer Douglas w. Brogan testified in support
of Pennichuck' s proposal, concluding that the viability of the
systems and their ability to come into and remain in conformance
with environmental standards would be greatly enhanced by
consolidation with the core. He analyzed characteristics of the
systems and asserted that they bore strong similarities to the
core, further bolstering the arguments for rate consolidation.
He distinguished this proposal from the Consumers New Hampshire
water system in which unhappiness with rate consolidation was the
source of much of the impetus for the town of Hudson purchase of
Consumers New Hampshire's assets. According to Brogan, the
Consumers New Hampshire systems had different characteristics
than the Penni chuck systems. Further, Consumers New Hampshire's
service and water quality and utility management were not on a
par with that of Penni chuck.

Brogan stated he would not support rate consolidation
in all cases, but that the par titular circumstances in this case
justified approval of the request. He felt the approximately $5
per year increase to single f Emily residential core customers
under rate consolidation was justified by the benefits that
accrued to all Penni chuck ratepayers, and the overall rate of
$253 per year was just and reasonable.

B, Anheuser-Busch, Economics and Finance Staff
AB, Penniehuck ' s largest industrial customer, opposed

the rate consolidation proposal. AB's consultant Ernest Harwig
argued that consolidation of rates, also known as single tariff
pricing (STP) , was unwise regulatory policy because it breaks the
connection between rates and costs. It changes the economics for
water conservation, especially in the community systems, because
the rate decreases produced by STP weaken the incentive to
conserve. Mr. Harwig indicated that the subsidy to be paid by AB
would be $20,000 annually, and he rejected the notion that
Penni chuck is one large consolidated operation because of the
differences between demand characteristics of the core system and
those of the community systems.

Applying the Settlement revenues and assuming rate
consolidation is approved, AB's yearly charge (pursuant to a
special contract) would increase by $99,990, from $481,417 to
$581,407. Without rate consolidation, the increase would be
approximately $20,000 less. as testified by Mr. Harwig.

The Commission's Acting Finance Director, Mark A,
Naylor, testified in opposition to the proposal, arguing among
other things that by blending the rates there would be no
tracking of the specific costs of each system. In response,
Pennichuck stated that while it would not keep full books on each
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system, it would record and make available all costs on a system
by system basis. Naylor questioned Penni chuck's anticipated
savings in regulatory and accounting costs for two reasons: 1) it
could not quantify those savings and did not provide for any
savings in this rate filing, and 2) its response noted above that
it would track the costs of each system and this would appear to
erode the anticipated savings. Mr. Naylor also testified that,
unlike other regulated utilities which are moving toward
deregulation as a result of alternative choices in "supplies" of
product, water is unique in not enjoying such supply
alternatives, and price signals to customers become even more
critical in properly managing water resources.

Staff Economist James L. Lenihan also opposed
consolidation on the ground that the systems are not physically
interconnected and, therefore, should not have rates set on a
consolidated basis. According to Lenihan, the community systems
should remain on a stand alone basis in order to reflect true
costs of each system. The "subsidy" by core customers, although
small, would be inappropriate.
IV. COMMISSION ANALYSIS

We have reviewed the Settlement Agreement and testimony
and conclude that the Settlement Agreement is a sound resolution
of the rate case issues. we recognize that Pennichuck has f aced
extraordinary casts due to highway and other construction work
mandated by the State and the city of Nashua. These capital
intensive, non-revenue producing projects have put a strain on
the company, in part prompting us to approve a 5.12% increase in
revenues on a temporary basis in August, 1997. In addition, we
recognized that the mandates of the Safe Drinking Water Act or
other environmental standards have required significant
investments in both the core and community systems.

Because of the magnitude of some of these investments,
we will accept the recommendation that we approve a simultaneous
step adjustment on the effective date of the permanent rate
increase, for certain specified improvements. To do otherwise
would force Penni chuck to file another rate case relatively soon,
which ultimately is a cost borne by ratepayers. For projects
completed in 1997 that meet the threshold criteria, we will
approve the step adjustment.

while New Hampshire law is replete with references to
the appropriate standard for establishing a utility's rate base
and rate of return, there appears to be no specific guidance on
the point of rate consolidation or single tariff pricing. Thus,
in the absence of any legal impediment to utilizing single tariff
pricing, our decision essentially becomes one of policy that is
bound only by our statutory constraints that rates be just and
reasonable and that we act in the public interest. See RSAs
374:2 and 378:28.

Opponents of rate consolidation in this case argue that
we should adhere to our traditional ratemaking policy of cost
causation. we find their position unpersuasive in this ease for
two reasons. First, traditional cost of service regulation
already includes some measure of rate averaging in that customers
are not charged the true costs of serving them on an individual
basis. Second, and perhaps more important, stand alone rates in
this case produce results for some customers that are well beyond
the zone of "just and reasonable" . One needs only to look at the
stand alone rates that would result from the Settlement Agreement
to see just how extreme the results are when significant
investments are required in a very small system. Most of the
community systems are simply too small to absorb the magnitude of
investments mandated by environmental enactments. However,
without these investments, it is clear that the small community
systems would have been unable to provide safe and adequate water
service to their customers.

We do not believe it would be in the public interest to
impose annual rates in the range of $800 to $1200, as would be
the case here, when a reasonable alternative is available. By
consolidating the community systems with the core system for
ratemaking purposes, all customers would f ace a uniform tariff
which, for the average residential customer, would be
approximately $253 per year. The rates for the average
residential customer in the core system would increase less than
$1.00 per month, for a total of $8 per year, under the rate
consolidation proposal which, in light of the alternative, we
find to be acceptable. we consider a single tariff rate of
approximately $253 per year for the core residential customer to
be just and reasonable. A consolidated rate will ensure
affordability and the continued viability of many of Penni chuck's
community systems . It will also enable Pennichuck to operate in
a more administratively efficient manner by eliminating separate
general ledgers for each system, thereby reducing administrative
costs.

Although we are approving the rate consolidation
proposal, we share the concerns of Mr. Naylor that there is a
risk that there will be inadequate information tracked on a
community system basis and, as a result, a troubled system, or
over-investment, could escape the scrutiny of management and
regulators. we accept the commitment of Pennichuck to record
costs on a system specific basis.

We find that all investments that are the subject of
this proceeding have been prudently incurred and that the
f facilities are used and useful in the provision of public utility
service.
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The result of the rate consolidation proposal and the
Settlement Agreement, including the step adjustment, will be an
additional increase of 12.97% for customers (excluding fire
protection customers) for bills rendered on or after April 1,
1998 . Together with the temporary rate increase approved in
August, 1997 (which mirrors the permanent rate increase approved
by this order) Pennichuck will see a total 16.77% increase in
revenues and general metered core customers will see a total
20.77% increase in rates over those in effect prior to the filing
of the rate case in the summer of 1997. The billing impact for
core customers as of April 1, 1998, however, will be 12.97%,
given that 7.8% of the increase has already been included in
rates as of the temporary rate order last August. As of April 1,
1998, community system customers will see increases or decreases
in their bills according to whether their community system rate
had been above or below the consolidated rate of approximately
$253 per year.

Finally, we emphasize that by approving rate
consolidation in this case, we are not accepting it as a generic
policy for all water companies.

Based upon the foregoing, it is hereby
ORDERED, that the Settlement Agreement reached between

Penni chuck and Staff is APPROVED; and it is
FURTHER ORDERED, that Penni chuck's rate consolidation

proposal is APPROVED; and it is
D FURTHER ORDERED, that Penni chuck shall file its final

rate case expense request within five days for Staff review and
Commission consideration; and it is

FURTHER ORDERED, that Penni chuck shall submit a
compliance tariff within five days in conformance of this order.

By order of the Public Utilities Commission of New
Hampshire this twenty-fifth day of March, 1998,

Douglas L, Patch
Chairman

Bruce B. Ellsworth
Commissioner

Susan S. Geiger
Commissioner

Attested by:

Thomas B. Getz
Executive Director and Secretary
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